To Her Most Excellent Majesty 
Queen Elizabeth II 


MAY IT PLEASE YOUR MAJESTY 


The members of the Australian Society of Accountants 
beg to present their humble duty. 


This professional Society, numbering some 17,500 mem- 
bers throughout the Commonwealth and its Territories, is 
closely associated with all phases of Australian public and 
business life. 

Your Majesty’s presence here as Queen of Australia will 
ever remain an inspiration to us, and we are proud to share 
in the expressions of love and loyalty that flow to you from 
every part of your far-spread Realm. 


Our fervent wish and prayer is that you, our Sovereign 
Lady, may long reign over us; and that you and your Royal 
Consort and Family may be abundantly endowed, now and 
always, with the blessings of health, happiness and abiding 
peace. 

Given under the Common Seal of the Australian Society 
of Accountants this Ist day of March in the year of Our 
Lord 1954. 


C. R. Hicking, President. 

G. E. Fitzgerald, Vice-President. 
O. H. Paton, Vice-President. 

C. W. Andersen, General Registrar. 


The Australian Accountant, March, 1954 





Working Capital Ratio — It Needs a Face-Lift 
By VICTOR L. GOLE 


NE OF the most important and sig- 
nificant ratios in financial analysis 
is the ratio of current assets to current 
liabilities, usually referred to as the 
“working capital ratio”. This ratio 
is usually calculated with the inclusion 
of trading stock in the current assets 
group and bank overdraft in the cur- 
rent liabilities group. 


A modification is often used, in which 
trading stock and bank overdrafts are 
eliminated from their respective 
groups. This modification is called 
the “quick” ratio or “acid test”. The 
working capital ratio is supposed to 
provide an indication of the ability of 
the enterprise to pay its way within 
the cycle of transactions appropriate to 
the nature of the enterprise. In a 
manufacturing concern, for example, 
4 cycle would run something like 
this :— 


1. Raw materials and aids to manu- 
facture are purchased. 


. Labour costs and overhead ex- 
penses are incurred in converting 
the materials into finished goods. 


. The finished goods are sold on the 
usual credit trading terms. 


.Book Debts are created on the 
understanding that these will be 
liquidated according to the trad- 
ing terms. 


. Debtors pay their accounts and 
restore cash to the working capital 


pool. 


In a retail concern which is not in- 
volved in manufacture, the cycle is 
much the same, except that the pur- 
chases will consist of goods ready for 
sale and the manufacturing expenses 
will be avoided. The cycle in this case 
should be shorter and the restoration 
of cash to the working capital pool 
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should be faster. If the manufactur- 
ing processes are slowed down or 
debtors are tardy in paying their ac- 
counts the speed of the cycle is reduced 
and financial embarrassment may be 
the consequence. 


Interpretation. 


It is apparent that the interpretation 
of items in a financial statement or 
series of statements must be related to 
the context in which they appear. In- 
tepretations may necessarily change 
with changing economic conditions. 
Financial measurement is by no means 
a static indulgence, and its applica- 
tion must have regard to changing con- 
cepts. If the exercise is to be worth 
while—that is to say, if it is to be use- 
ful in the business environment —it 
must be practical rather than meely 
theoretical. 


For this reason the significance of 
items must be constantly examined so 
as to ensure that they will be given 
their correct interpretation and weight 
in financial measurement. Otherwise 
there is a grave danger of misleading 
conclusions arising, to make the func- 
tions of management more hazardous 
than they already are. 


The generally accepted approach to 
the working capital ratio is full of pit- 
falls for the unwary, and it is safe to 
say that these pitfalls have not yet been 
sufficiently spotlighted so that they may 
be avoided. 

A bank overdraft is understood to be 
a loan by the banker, repayable at call. 
Nothing has happened to change this 
basic understanding. In actual prac- 
tice the occasions on which the banker 
calls up the overdraft or insists on 4 
very substantial short-term reduction 
are the exception rather than the rule 
in business experience. Certainly 
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WORKING CAPITAL — Continued 


overdraft limits are established, based 
on the reasonable needs of the busi- 
ness, the confidence in the management 
and the security available, and the busi- 
ness is expected to operate within those 
limits. To regard the bank overdraft 
as altogether a current liability is 
stretching a traditional and technically 
correct view a little too far in the prac- 
tical situation. 


Trading stock may be regarded in a 
somewhat similar way, except that its 
implications are in the reverse order. 
Irrespective of the rate of stock turn, 
some portion of the stock is anchored 
in the enterprise, and has the charac- 
teristics of a fixed investment. This 
is often referred to as the “base” stock, 
and fits very nicely into the concept of 
the “going concern” and the “mainten- 
ance of real capital’. To include the 
entire value of trading stock as a cur- 
rent asset in calculating the working 
capital ratio may be misleading and 
probably becomes more so in a pro- 
gramme of expansion which involves 
a widening of the range of merchan- 
dise handled, or an extension of the 
number of locations, or both. 


If the rate of stock turn slows down 
the implications from a working capital 
standpoint are soon evident. The only 
way in which these implications could 
be modified is for suppliers, whose ac- 
counts form an important part of the 
current liabilities group, to be prepared 
to wait for payment until stock had 
been converted into cash after passing 
through the stages of being sold and 
becoming book debts. The forbear- 
ance of creditors does not usually ex- 
tend this far, and there is little satis- 
faction in a high working capital ratio 
if it does not yield the cash. 


Dynamic Concepts. 


“Base” stock is not a static concept 
and will change with a widening of the 
range and an increase in the locations, 
especially when the locations are such 
as to require stocking for local cus- 
tom. Financial measurement, if it is 
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to be realistic, should recognise these 
changes and give effect to some vari- 
ances in interpretation. 

Bank overdraft and trading stock are 
two items in the working capital ratio 
which may need to undergo a basic 
change of interpretation if the ratio 
itself is to remain meaningful. There 
are other important items to be con- 
sidered but these are significant, more 
particularly because of their inherent 
qualities. They need not necessarily 
undergo a change of interpretation but 
their nature may require some explana- 
tion. 

Book Debts represent the transitory 
stage through which sales pass before 
they become realised income. The old 
adage that “no sale is completed until 
it becomes cash in the till” is a re- 
minder that the cash cycle must be 
completed if financial embarrassment 
is to be avoided. Book Debts are often 
an important item in the current asset 
group, and just as stock turn is im- 
portant, so too, is the rate at which 
book debts are converted into cash. 
Faulty collection technique and a loose 
credit policy can transform a potenti- 
ally valuable current asset into a fixed 
investment and subsequently into a 
loss. 

The item provides a further trap in 
financial measurement. To what de- 
gree does this current asset contain the 
hidden sting of accounts which are 
long overdue, practically stagnant, and 
probably irrecoverable? This is a potent 
question. If it is ignored the working 
capital ratio may lack realism because 
it overlooks a fixed element in a cur- 
rent asset. Carried to its ultimate 
conclusion this could mean that the 
ratio is improved by running up a 
higher total of stagnant book debts, 
unless, of course, the position is cor- 
rected by writing off the debts as they 
become bad, and clearing them from 
the current group. The amount of 
this that can be done without feeling 
the repercussions is rather limited. 

A provision for taxation on current 
profits may be a relatively short-term 
liability if the Department is reason- 
ably up-to-date with assessments. Ir- 
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WORKING CAPITAL — Continued 


respective of whether the item is placed 
in the current liabilities group or 
among the reserves a working capital 
ratio which ignores the pending im- 
pact of the tax payable may be upset 
shortly afterwards by the receipt of 
the assessment. 

Similar observations are appropriate 
in respect of a pending dividend. Once 
declared, a dividend is a liability and 
usually a very short-term one. The 
measurement of a working capital ratio 
which takes no account of a pending 
dividend fails to recognise the change 
in the liquid position which will occur 
as soon as the dividend is paid. 

This is one of the reasons for the 
increasing trend to feature in pub- 
lished accounts, as a current liability, 
the recommended amount of the divi- 
dend. If this short-term liability is 
ignored in the working capital ratio, 
as it may be in a set of accounts which 
neglects to feature the dividend appro- 
priation, the ratio will be unrealistic 
because of the almost immediate 
change. 

In the “family” type of proprietary 


Company there is a strong possibility 
that the bulk of the dividend will be 
credited to the personal accounts of 
the shareholders rather than paid out 


to them. It then depends on the time 
over which the shareholders draw 
against their accounts, as to how im- 
portant the dividend amount really is 
in the working capital ratio. It may 
well be that the shareholders have no 
intention of drawing against the 
amount credited for a long time, in 
which case neither the dividend appro- 
priation when it is made, nor the 
credited amounts when these are 
passed on to the shareholders’ accounts, 
are current liabilities. The dividend 
declaration in a public company as- 
sumes a different significance and is 
likely to be paid out in cash in full 
almost immediately. 


Liquidity. 


The liquidity problem which was 80 
keenly felt by so many businesses dur- 
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ing 1952 was not necessarily reflected 
in their accounts as far as the working 
capital ratio was concerned, if the 
conventional measurement was being 
applied. Probably the dominant item 
was trading stock which in most cases 
was standing at a figure well in excess 
of the normal requirements. The rate 
of stock turn had slowed down, and the 
fixed investment feature had increased. 
The cash cycle generated through the 
usual range of transactions had bogged 
down at the point where stock should 
have been turning back into cash. The 
public view directed to the accounts of 
many enterprises, published only once 
@ year, would not have picked up the 
implications, even if allowance is made 
for some improvement in interpreta- 
tion. But on the inside of these enter- 
prises, the significance of the trend, 
month by month, would be apparent 
in direct ratio to the realism brought 
to bear in the measurement of items 
included in the two groups—current 
assets and current liabilities. 
Tradition. 

The comfort and consolation of look- 
ing at a 2:1 ratio of working capital in 
a financial statement or series of state 
ments may be a traditional and conven- 
tional experience born of long accept- 
tance of what is widely regarded as 
a fundamental rule. 

It should be apparent that different 
kinds of enterprises will need differ- 
ent working capital ratios, and it is 
not very helpful to take a range of busi- 
nesses without classifying them into 
appropriate groups if any conclusions 
are to be drawn. 

Two extremes may be mentioned. 
A business which has a manufacturing 
process of relatively long duration will 
need a greater working capital than 
one which has a rapid process from 
raw material to finished product, or 
alternatively, one which does not manu- 
facture at all. In the first case the 
work in progress factor alone will make 
a significant difference. 

Similarly, a business which sells on 
relatively long terms will need & 
greater working capital than one which is 
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WORKING CAPITAL — Continued 


in a position to sell on very short terms. 
It is, again, purely a case of the length 
of the cash cycle, or the rapidity with 
which it runs its course and restores 
cash to the working capital pool. Some 
distinction must be made between the 
deliberately planned length of the cycle 
and the accidental length which results 
from bad management or changed 
economic conditions—the latter pro- 
viding little scope for management in 
the short term. 

Within certain business groups such 
as retail stores, hotels, automobiles 
and component parts, the foodstuffs, 
the cycle will be fairly uniform. If 
a deliberate policy of trying to preserve 
a 2:1 ratio is established, and if this is 
considered very desirable, any decline 
in the ratio should serve as a danger 
signal that liquidity problems may be 
looming up. A slowing down of stock 
turn, a heavy increase in stocks car- 
ried and financed by the forebearance 
of creditors, or a slowing down of 
debtors’ payments, may all contribute 
to the decline. 


Trend. 


In this respect it is interesting to 
consider the information compiled by 
Mr. K. C. Keown in his Research Lec- 
ture “Working Capital and Its Import- 
ance in Company Finance”. The object 
of the lecture was to determine whether 
there was any virtue in the traditional 
2:1 ratio, and whether this accepted 
standard was being preserved in Aus- 
tralian business enterprises. The 
study embraced the period 1935-1951 
and several informative tables of fig- 
ures were submitted. One of these 
tables showed for each of the years 
in the study, the percentage of com- 
panies having a 2:1 ratio. 

The trend is apparent from the fol- 
lowing figures taken at intervals :— 

1935—75% of the companies has 2:1 

or greater. 

1938—67% of the companies has 2:1 

or greater. 
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1943—64% of the companies has 2:1 
or greater. 

1945—61% of the companies has 2:1 
or greater. 

1949—46% of the companies has 2:1 
or greater. 

1951—33% of the companies has 2:1 
or greater. 


Although there were some minor 
fluctuations in the full span of years 
the trend was definitely as indicated 
in this table. During the same years 
the decline in the ratio in different 
groups can readily be seen at these 
intervals. 

Group 1935 1939 ey 1945 1949 
Clothing ., 3.77 3.0 2. 

Foodstuffs . 3.22 2.99 08 2.04 1.81 
Building 

Materials 3.80 
(eagtacering ad 
Retail . .. 4.58 
Wholesale . 

Another interesting table is provided 
in an earlier Research Lecture by Mr. 
K. C. Keown on “The Capital Structure 
of Australian Companies”. In this 
table the figures supplied by Mr. F. V. 
McGee, of Sydney, in 1925/26, are intro- 
duced. The object is to show the de- 
cline in working capital ratios between 
1925/26 and 1950, as under:— 


Ratio 
Classification 
Manufacturing .. 


1925/26 1950 
oo 2.06 1.41 
Trade and Commerce 7 1.75 1.31 
Miscellaneous “ae we 1.32 0.96 
In both studies Mr. Keown pointed 
out that the forebearance of creditors 
was being used extensively for financ- 


ing increased stocks. He also pointed 
out that from 1935 up to 1946 most 
companies in most trades and indus- 
tries maintained a ratio in excess of 
2:1 except in the case of Engineers and 
Hotels. 


Amount or Ratio? 


Trend is generally more important 
than direct comparison at particular 
points of time, and this is particularly 
so in respect of the working capital 
ratio. The following figures are illus- 
trative :— 

Year 1949 1950 1951 1952 1953 
Company A... 3.56 3.3 3.0 2.5 2.0 
Company B... 12 1.3 1.5 1.7 2.0 

If these two companies are compared 
at 1953 it may be thought that they are 
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of equal strength as far as the working 
capital ratio is concerned. A study of 
the five-year trend: shows Company B 
in a much better light than Company 
A. The latter company is growing 
weaker while Company B is growing 
stronger in this important ratio. 


Another important consideration is 
whether the amount of working capital 
is more significant than the ratio. In 
the Monthly Letter of the National City 
Bank of New York, November, 1953, 
the following figures are provided of 
all corporations in United States ex- 
cluding Banks and Insurance com- 
panies. 


IN BILLIONS OF DOLLARS. 
Dec. Dec. 
31, 31, 
1945 1952 


Dec. 
31, 
1953 
Current Assets .. .. 54.5 
Current Liabilities .. 30. 


Net Working Capital 
Working Capital Ratio 


Although the amount of working 
capital rose sharply between 1945 and 
1952, the ratio actually declined. 
Bearing in mind that balance sheet fig- 
ures are important, not as separate 
items but in relationship with each 
other, ratio is more significant than 
amount when considering working 
capital. 


Reform. 

Judgment of the working capital 
position should take into account these 
considerations :-— 

(1) The amount of stock regarded 
as a “base” stock to meet the 
normal requirements of the 
business in respect of locations 
and range. 

The amount of the bank over- 
draft which, even in an emer- 
gency, would not likely to be 
called up at short notice. 
The tax provision on current 
profits and any known unpaid 
assessments which are _ not 
already provided for. 
The dividend appropriation 
modified in its impact according 
to Public or Proprietary Com- 
pany. 
The amount of debtors which 
appears to have become stag- 
nant and possibly irrecoverable. 
(6) The operating or cash cycle ap- 
propriate to the enterprise. 

It is recognised that these modifica- 
tions to the conventional view of work- 
ing capital, cannot be gauged from out- 
side the enterprise; they can be gauged 
from within the enterprise to provide 
a more realistic approach to a very im- 
portant measurement for business de- 
cisions. 


(2) 


(3) 


(4) 


(5) 





A complete index of all items published last year appears at the back 


of this issue. 
1953 set. See page 129. 


It is in four pages that can be cut out for inclusion in the 
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In Defence of Accounting 


— Be it An 


Art Or 


A Science 


By ASHLEY FORSTER, F.C.A. (Aust.) 


too long alone, 


[* part, this is a reply to Mr. Murray’s 

observations upon my Notes on 
“Assumptions for Accountants”. It 
makes merely an indirect contribution 
to a better understanding of the issues 
first raised (so far as the present dis- 
cussion goes) by Mr. Morgan. 

It seems necessary to reply to Mr. 
Murray in order to clear the deck for a 
more close examination of Mr. Mor- 
gan’s original contribution. There are, 
of course, other points to be covered 
at the same time. 

It is significant that the one element 
which would alone give life to Mr. 
Morgan’s theory—a concept of income 
—is not defined explicitly, but only by 
inference or implication. In the re- 
sult, there emerge a number of con- 
cepts of income none of which is wholly 
acceptable. 

It is equally significant that Mr. 
Murray, in defence of accounting as a 
science, does not define accounting, but, 
whatever it is, it is to be regarded as 
a@ science or a branch of a science. 
A not very auspicious approach to such 
a topic. 

The empirical constructs of account- 
ing, those methods and procedures 
which are dictated by the generally ac- 
cepted principles of accounting, and 
the assumptions which underlay them, 
and which accompany the practice of 
accounting, as based upon Fabio 
Besta’s value theory of accounts, may 
be criticised and questioned, may be 
shown to be not wholly adequate for 
the purpose of informing management 
and other interested parties of results 
and position of the business or account- 
ing entity. 
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But they cannot arbitrarily be “de- 
molished”: they represent the best 
practices we have so far been able to 
develop and, I should not doubt, have 
been followed fairly consistently—not- 
withstanding the strictures of the 
economists. We certainly intend to de- 
velop and improve them. It is not 
sufficient for economists merely to 
criticise. What is needed is a better 
solution to some current problems, 
greater precision and accuracy, greater 
flexibility; accountants are, in fact, 
meeting and coping with these de- 
mands, with scant help from the 
economists. 

I have been concerned to show that 
the economic theory which is basic to 
Mr. Morgan’s approach to the better 
delineation of accounting theory can be 
stated more fully and with a degree of 
precision which has been notably ab- 
sent in current (economic) writings 
in this Journal. 

Further, that all of the assumptions 
necessary to make a problem soluble 
in terms of economic theory should be 
stated fully for the benefit of those 
whose training has not included a study 
of economics. Only in this way is it 
possible for readers to judge the rival 
claims which the economists advance 
for the profession’s bland and unques- 
tioning acceptance. 


It is not good enough for them to as- 
sume as proved that which is inchoate 
and unprovable. By carefully re- 
fraining from any reference to the un- 
solved problems, some economic writers 
on accounting would lead readers to 
believe that where there is now, in 
accounting, doubt, controversy, and a 
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searching for better proce’dures—all is 
peace and quiet in the econom.: garden. 
Taking our trusting hand in theirs we 
are to set forth on a path of their own 
making whilst they show us that 
everything is for the best in this best 
of all possible worlds. 

Observe well, that the nose has been 
made for carrying spectacles, therefore 
we have spectacles. Legs are visibly 
designed for stockings, and therefore 
we have stockings. Perhaps, however, 
after trial and tribulation we might 
say with Candide: “That’s very well 
said and may all be true, but let’s cul- 
tivate our garden.” 

The fact is that, like Candide’s pre- 
ceptor the venerable Dr. Pangloss, 
economists often fail to state their as- 
sumptions with the necessary pre- 
cision. A failure which should be at- 
tributed, not to duplicity, but to a 
false modesty “. . . the analytical 
economist (although his manners 


usually conceal the fact) is conscious, 
in the presence of the practical man, 
of an agonising sense of shame... he 


cannot help imagining what the mock- 
ing comments of the practical man 
would be if his eye happened to fall on 
that list of assumptions . . . such con- 
duct though it springs from an admir- 
able humility is a scandalous breach 
of faith with the practical man... .” 

Insofar as Mr. Murray’s “. .. 
Defence of Accounting as a Science” 
includes any reference to my “Notes 
on ‘Assumptions for Accountants’ ’”’™ 
and purports to refer to any part of 
my views on the matter it should have 
had a more fitting dead-pan introduc- 
tion”. . . the story you are about to 
hear is a true story . . . only the colour 
has been changed... ,” 

One of Mr. Murray’s basic assertions 
related to the use of what he called 
emotionally-charged words and phrases 
though he makes fairly liberal use of 
them. The fact of the matter is that 
if a writer wishes to exert some in- 
fluence or persuasion he must use 
forms of speech other than the aus- 
terely logical (expression of thought 
from the point of view of the true and 
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the false) which alone qualifies as being 
emotionally neutral. Otherwise he has 
to suppress all nuances relating to ac- 
tion desired. 

It remains then to examine more 
closely the views Mr. Murray has ad- 
vanced in the chosen area of debate 
and I think it can be shown that they 
are in opposition to the weight of evi- 
dence and that he has not made out a 
sufficiently sound case to justify the 
acceptance of his conclusions: to do 
this, one need look no further than the 
authorities he chose to rely upon. 


Art or Science? 


It does not seem to me to be a matter 
of great moment whether accounting 
is to be regarded as an art (as I be- 
lieve) or as a science (as Mr. Murray 
asserts) or as merely a_ scientific 
method (as Mr. Morgan suggests) so 
long as we keep open house to new 
ideas and preserve a readiness to ex- 
amine and re-examine from time to 
time all of our settled practices in the 
light of changing conditions and the 
emergence of new problems which de- 
mand resolution in order that we 
should, as a profession, continue to 
serve the needs of management and of 
all parties interested in the end-re- 
sults of our work. 

To desire to be called a scientist 
rather than just a good accountant is 
a special kind of ambition, a somewhat 
pretentious one withal, but one which 
(fortunately, I would say) is confined 
to a small number, some few of whom 
enjoy respect as authors. 

The unqualified use of the term 
“science” as descriptive of accounting 
is not without objection insofar as, in 
general usage, it must attract to ac- 
counting the great prestige of the 
natural sciences without our first es- 
tablishing a fair claim to it. We nor- 
mally, and quite properly, reserve the 
term “science” for “. . . knowledge 
which is general and systematic, that 
is, in which specific propositions are 
all deduced from a few general prin- 
ciples... .”® 

We look for more than a connected 
body of demonstrated truths or sys- 
tematic classification of observed facts 
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more or less colligated and brought 
under general laws, but also expect to 
find (in the science) trustworthy 
methods for the discovery of new 
truths in its own domain. 

If accounting or accountants really 
were concerned with finding a funda- 
mental truth there could be only one 
answer. Members of the accounting 
profession are well aware of the ab- 
sence of a “truth”, in this absolute 
sense, in relation to accounting state- 
ments. 

The accountant’s methods, and the 
principles in conformity with which he 
prepares accounting statements, are 
not based on anything which may be 
dignified with the term “science”, nor 
even strict logic and scientific methods. 
Rather, his procedures do aim sys- 
tematically at consistency in practice. 

Changes which seem to argue for 
the existence of inconsistency merely 
prove the rule; the “inconsistency”, 
arising, for example, from the chang- 
ing purchasing power of money, may be 
removed by index-number method ad- 
justments or other supplementary in- 
formation. If the methods of record- 
ing were altered, and each applied his 
own ideas of correction and conversion 
before preparing financial statements, 
no one would know where to start or 
what to allow for. 

Economists have merely lately “dis- 
covered” what accountants have known 
for years in this respect. Significantly, 
however, they have not proffered any 
solution which could be regarded as 
in any sense better than what are now 
the “generally accepted principles” for 
the preparation of accounting state- 
ments. 

The surgeon, in possession of the 
knowledge requisite to a competent 
surgeon is a_ scientist (“scientiae’’- 
knowledge) : when he wields the scalpel 
he is practising an art—skill as the 
result of knowledge. 

Apart from the uncertainty as to 
what is subsumed under the head of 
“science” when applied to accounting, 
there is something deeper and of more 
significance in the somewhat sciolostic 
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emphasis given to it. Both in the at- 
tack made upon writers who have en- 
deavoured to clarify and systematise 
accounting principles, and in the quota- 
tion Mr. Murray uses from Dr. 


Ahmad’s writings—referring to the 
alleged “triumph of rationality” there 
are traces of a philosophy similar to 
Russell and Hume and not far removed 
from the sceptics.” 


Such a philosophy could lead to an 
assertion (such as Mr. Morgan made) 
that “. . . accounting principles only 
exist in the imagination. . . .” for to 
such, all forms of synthesis and relation 
are subjective in origin and have no 
objective validity. This is not to be 
dignified by the name of “science” or 
“scientific”. 


Every positive science borrows from 
philosophy a number of established 
principles and, in addition, each science 
has its own particular pre-suppositions 
or axioms quite distinct from its own 
conclusions, just as every building has 
its foundations distinct from its walls 
and roof, so that outside a particular 
frame of reference you have parallel 
lines which do meet, and curved lines 
as the shortest for spanning the dis- 
tance between two points. 


Mr. Murray relied upon Stigler’s 
statement for support that “economics 
is a science”, subsequently relating ac- 
counting to economics as a branch of 
that discipline. Now it is just as well 
to note that in the same place Stigler 
made two other observations: that 
“. .. economics is in an unsatisfactory 
state. ...” and that “. . . in sum, to 
say that economics is a science is a 
description, not an ecomium. . .” 


The question is best put aside. It 
will not be resolved by definition or 
disputation. We shall have no need to 
claim the term “science” for our work 
—if it is ever justified it will be ac- 
corded to it by popular assent. For 
myself I shall state my agreement with 
the view that “. . . accounting draws 
upon the resources of many sciences, 
but remains an art, varying in effec- 
tiveness with the knowledge and skill 
of the practitioner. . .”“ 
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DEFENCE OF ACCOUNTING — Continued 
“Practical” Accountants 


Mr. Murray has an abhorrence of my 
use of the “compound noun practical- 
accountant”. There are two aspects 
to this. 

From the accountant’s point of view: 
does any accountant contend seriously 
that there is to be found nothing dis- 
tinguishable between the newly quali- 
fied accountant, fresh from the ex- 
amination room and the accountant 
who, in addition, has the benefit of long 
years of experience either in industry 
or in the practice of public accounting? 


Is it to be assumed that the views 
advanced by each will be of equal 
merit? Is it not also fairly common, 
even amongst those with an equal num- 
ber of years of training and experi- 
ence, to find some with a flair for the 
academic and for the abstract and 
others with an ability to see through to 
the nub of a problem in practice and 
to show special skill in applying both 
theory and principles to the best re- 
solution possible in that time and 
place? These latter I call practical- 
accountants, confident that in doing so 
my meaning is clear enough and objec- 
tive enough for most purposes with- 
out further definition. 


To turn to an economist mentioned 
by Mr. Murray: (the late) John May- 
nard Keynes, made free use of such 
a distinction and had no compunction 
in assailing the less clear-headed of his 
fellow-economists, enjoying (it would 
seem) the chance to flay the academic 
type who remained, hermit-like, in his 
ivory tower. 


If any reader ever thought that, in 
lighter vein, my tilt at the economists 
dealt harshly with them, let them pon- 
der this gem from the “master’’. 


“. and practical men who believe 
themselves to be quite exempt from 
any intellectual influence are usually 
slaves to some defunct economist. 
Madmen in authority, who hear 
voices in the air, are distilling their 
frenzy from some academic scribbler 
of a few years back...” 


Social Accountants? 


Mr. Murray asserted that I depre. 
cated efforts to link accounting prac- 
tice with economic theory. In the 
nature of the case, since economics 
studies behaviour, decisions, and the 
reasons for them, whilst accounting 
concentrates upon recording, quite im- 
partially, the results of that behaviour 
and those decisions as they are reflected 
in exchange transactions, they are 
already linked —inevitably. Whilst not 
being aware of any such deprecation 
in general terms, there is no doubt | 
was rejecting a particular exposition 
and explanation as not satisfactory and 
pointing to F. Sewell Bray’s work 
as an example of a more competent 
effort which was acceptable to me and, 
as I suggested, was worthy of more 
close attention than it had hitherto 
received. 

Arising out of a double pre-occupa- 
tion, with economics and with account- 
ing-cum-economics as a science, Mr. 
Murray suggests we call ourselves 
“commercial economists” rather than 
merely “Accountants”, “Public Ac 
countants” or “Chartered Account- 
ants (Aust.)” as might now be ap 
propriate. True, in doing so, he ad- 
vances what is, in part, a quite laudable 
objective “. .. Fairly to emphasise the 
status of the accountant, to encourage 
the study of accounting as a science 
(or branch of a science), and to dis- 
courage the belief that accounting, like 
witchcraft, is an art’. 

The portion italicised may be re 
garded as a good example of how 
(journalistically) one may condemn 4 
term and dismiss it from further con- 
sideration, without any apparent neces- 
sity to supply reasons or justification. 
If we assume that it merely expresses 
the strength of Mr. Murray’s personal 
views then we may pass it by without 
further comment. 

The suggestion that we designate 
ourselves as Commercial Economists 1s 
of more interest. It seems to me that 
we are being invited to a banquet at 
the end of that garden path to which 
I referred earlier, but that we deserve 
better treatment than this :— 
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DEFENCE OF ACCOUNTING — Continued 


“The Panther took pie-crust and 
gravy and meat, 

While the Owl had the dish as his 
share of the treat.”* 


In this regard, I want to advance a con- 
trary view, in order to place the mat- 
ter in better perspective by having a 
look at the other side. My suggestion, 
which I believe is not without merit, 
in that it is not without humour, is:— 
that economists might perhaps be de- 
signated as Social Accountants or 
National Accountants. 

By implication at least, that would 
make economics a branch of account- 
ing. We would, of course, need to be 
sure that the economists were, in fact, 
sufficiently. qualified as to be worthy 
of their new status. 

To be sure, they might need a little 
polishing up to be certain that they 
really comprehend what accounting is 
about because, although they have been 
using the products of the accountant’s 
work for some considerable time, if 
one examines the textbooks on 
economics they seem to be quite ob- 
livious to accountants and to account- 
ing, which is the more strange if it is 
one of the sciences. 

We have it on quite good author- 
ity’” that the economists are “baffled 
by accounts and accounting” and pos- 
sess a sum of knowledge “. . . obviously 
_— for coping with society’s 
Ge ae 

On equally good authority” we are 
told that, if a Government is anxious 
to know whether in an actual case it 
should allow the railways the right to 
charge discriminating prices, the 
economist now tells them that it will 
depend upon the relative concavities 
of the demand curves for transport of : 
the various types of goods whether the 
railway will carry a greater number of 
tons if it is allowed to discriminate 
than if it is not. 

Again, if the Government is putting 
a rationalisation scheme through and 
the Retail Traders’ Association calls 


*“The Ow! and th Pp ae - * 
Wonderland”. e Panther,” from ‘‘Alice in 
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in the economist to tell them whether 
the concentration of output upon a few 
firms is likely to raise prices, the 

economist is apt to say (at this stage) 

that, if the marginal cost curves are 

parallel to the demand curves for the 

products of the individual firms, the 

price will remain unchanged. 

This form of obscurantism is clearly 
more serious than anything that arises 
from the settled practice of account- 
ants in relation to the preparation of 
financial statements. It would seem 
therefore that, in respect of the Social 
and National Accountants, we shall have 
to lay down special conditions govern- 
ing their pre-entry training, in order 
that they may become worthy members 
of the profession. 

The task of explaining economics 
to the accountant will not be so difficult 
as, unlike economic researchers of more 
recent times, who are now thinking it 
is a smashing idea to ask businessmen 
what they do and why, the accountant 
has been doing this since the time of 
Menes, the first Dynastic ruler of 
Egypt, about 3,150 B.C. 


Accounting Theory 

As to whether economics and ac- 
counting are “as East and West”, a 
notion I have no recollection of ever 
having subscribed to (although, read- 
ing Mr. Murray’s strictures, one would 
imagine I had made of it a theme in 
my “Notes”), the genesis of it all can 
only lie in the fact that I did, quite 
properly, draw attention to some 
specific limitations in economics of 
which both mature and student ac- 
countants might otherwise have re- 
mained unaware. The impression Mr. 
Morgan had conveyed, I am sure quite 
unwittingly, was of a single unified 
established and accepted theory of the 
firm to which accountants could and 
should turn to (in fact did turn to) for 
a guide in methods, procedure, and de- 
cision making, in practice. A wholly 
extravagant claim for economics vis-a- 
vis accounting. 

If Mr. Morgan’s “basic assumptions 
to the theory of accounting’ are to 
have any meaning for accountants at 
all, particularly when he proceeds to 
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dismiss or “demolish” or “dispose of” 
the greater part of the present body of 
generally accepted accounting prin- 
ciples, they ought to represent a new 
theory of accounting which will make 
it possible for accountants to classify, 
record and report upon transactions 
in a more satisfactory way. Since 
existing principles have been substan- 
tially “demolished” (by Mr. Morgan) 
it is presumably possible to perform 
our work in practice without refer- 
ence to any such principles.* 

If Mr. Morgan’s thesis were accepted 
and acted upon you would have a state 
of anarchy in accounting, with each 
practitioner making a new set of rules 
in addition to deciding for himself 
what he would do under those rules, 
with no general understanding, nor any 
consistency, hence no possibility, as at 
present, of having a pretty good idea 
just what the limitations are, and being 
able, for specific purposes and uses, to 
allow for or adjust or supplement the 
financial statements as ordinarily pre- 
pared in conjunction with a report to 
shareholders. 

No one set of accounts can be drawn 
so as to serve adequately all interested 
parties, all purposes and uses, includ- 
ing the economist’s purposes and uses, 
in relation to National Income and 
other matters. This calls for separate 
statements and a good deal more 
economic and statistical design. 

Mr. Morgan, in concentrating upon 
the difficulties that arise in times of 
qualitative and quantitative change, 
appears to have missed the significance 
and importance in accounting practice 
of the consistent employment of ac- 
counting methods, which, at least in 
America, through S.E.C. regulation, is 
insisted upon. In the U.S.A., material 
changes or departures have to be re- 
ported upon by the independent ac- 
countant. F. Sewell Bray didn’t miss 
this point, and includes consistency as 
one of his five selected basic principles. 
Frequently, it is better to perpetuate a 





*Mr. Morgan may have intended to retain some 
of them, but to subsume them under his pos- 
tulates—a not very fruitful device. 
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quantitative error in favour of con- 
sistency. 

Mr. Morgan omits to state all of the 
assumptions which lie behind any 
theory of the firm and which alone 
makes a problem soluble in economics. 
He passes by the fact that, inevitably, 
accounting practice cannot proceed 
without rules. One is tempted to say 
that such writers have failed really to 
understand accounting, but in this case 
it is entirely a question of not painting 
in the full picture and, as I observed 
at the time“ “If Mr. Morgan did 
draw rather a long bow, I think he 
knew better than he allowed himself 
to say”. 

So much has been “taken for 
granted”, for so long, in accounting, 
that textbook writers no longer bother 
to state or examine the theory of ac- 
counting. The theory of accounting 
as we now practice it is the value 
theory of accounts so well stated by 
Professor Fabio Besta. It is logically 
sound and internally self-consistent, it 
gives an equality of value within the 
(double-entry) system, and it is im- 
plemented in accordance with a number 
of basic assumptions and a number of 
generally accepted accounting prin- 
ciples. When thoroughly understood, 
these assumptions and principles re- 
present a working body of knowledge 
in accordance with whose precepts 
accountants are accustomed to make 
their decisions and carry out their task 
of classifying, recording and reporting 
upon transactions. 

It is true that the profession is not 
satisfied. The present “list” of gen- 
erally accepted principles is neither 
closed nor complete. They are not 
stated as precisely and comprehensively 
as one might desire. They are con- 
stantly evolving, to meet the needs of 
business: accounting has always served 
business needs. There are wide areas 
of discretion in their application, and 
some areas of controversy. 

In modern times some problems have 
assumed a special significance and to 
these problems considerable time and 
attention and research effort has been 
devoted, particularly in England and 
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in America. Efforts have also been 
made to meet and discuss with econom- 
ists their special problems, with no 
conspicuous success, I might add, other 
than to reach a better understanding 
of each group’s divergencies in view- 
point! 

Some sound work is being done in the 
Department of Applied Economics at 
Cambridge and it was here, arising 
out of work done by this Department, 
particularly by Richard Stone, its 
Director, and by F. Sewell Bray, the 
Senior Nuffield Research Fellow, that 
some further light has been thrown on 
accounting theory and procedures. 
Consider the primitive economic con- 
cepts of production, consumption and 
adding to wealth and you will find 
them reflected in the structure of ac- 
counting and in the financial state- 
ments. 

The two general economic concepts 
of periodic income and of wealth (says 
F. S. Bray) are central and funda- 
mental to the practice of accounting 
and give rise to a formal principle of 
accounting design which is expressed 
by a set of fundamentally related ac- 
counts—to measure periodic income; 
to show its transfer; to explain the ap- 
plication of retained income or saving, 
its effect upon wealth and capital 
changes; and to measure and portray 
those resources which, together, make 
up the wealth of an entity. 

Translated into accounting terminol- 
ogy you will will recognise a profit and 
loss account; an appropriation account; 
& capital reconciliation statement, and 
& balance sheet. 


Economic Theory 


As already stated, economics and ac- 
counting are certainly related, but they 
are concerned with two different as- 
pects of economic activity: economics 
studies decisions, accounting impar- 
tially records the results of those de- 
cisions. One needs to understand 
something of economics in order to 
grasp its relationship to accounting, 
but to accuse accountants generally of 
not having this special knowledge is 
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not to establish them, as a class, as 
being dolts and asses. Babe Ruth was 
a first-rate baseball pitcher, but I doubt 
if he had much knowledge of aero- 
dynamics. 


Economics as a social science, is a 
classified body of knowledge concern- 
ing human relationships, clustered 
about man’s efforts to earn a living. 
Goods and services which man needs 
are scarce relative to total demand, 
moreover, as it happens, not all wants 
can be satisfied here and now. Econom- 
ists are therefore said to be concerned 
with the study of “the distribution of 
scarce Means among competing ends”. 
Here one may note, without giv- 
ing the appropriate analysis, that even 
an austere definition of this type may 
be shown to have normative elements, 
though Mr. Morgan would like to 
think otherwise and purports to eschew 
all such normative elements. It is not 
easy to avoid them.“ 

Only a few people produce directly 
all the things they use and want, con- 
sequently a system develops for ad- 
justing production and consumption 
priorities and leads to the primary aim 
of economics—to explain how an 
economic system operates. Economic 
analysis points the way to maximum 
efficiency in the allocation of resources. 
It is not a technical critique of con- 
sumers’ wants, of social incentives, of 
household management, of accounting 
of business strategy or of engineering 
efficiency. 

It does not provide a complete 
answer to any social problem because 
such problems involve other than 
economic objectives per se: freedom, 
security, and social justice, and resort 
must be made to other social sciences 
for information and standards for 
evaluation. Economic welfare is but 
a part of the social welfare of a group. 

As a division of the social sciences 
even economics has little claim to the 
appellation of a “science” (unqualified, 
and as understood in general usage). 
It makes use of all the available tools 
of scientific research, but is compelled 
to rely upon qualitative deductive 
methods and the problem of verification 
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is very difficult and frequently impos- 
sible. 

Most of the variants of the deductive 
methods used are based upon assumed 
static economic conditions, but in the 
real world conditions are subject to 
constant change from a vast complex 
of forces. An attempt is then made by 
the economists to fill the gap by rely- 
ing upon generalisations and by assum- 
ing the static conditions to be valid 
as “long-run tendencies”’. 

There are different methods of in- 
vestigation and varying degrees of em- 
phasis according to the “type” of 
economics you are concerned with. 
Whether it is price and private enter- 
prise economics, institutional and wel- 
fare economics, or planning and social- 
istic economics. In economics, as in 
accounting, one may crave more syn- 
thesis and unity but, with the realisa- 
tion that they are both social sciences 
concerned with changing human rela- 
tionships, comes also the realisation 
that several points of view are clearly 
tenable. Proof of one is inconclusive 
proof: the art of synthesis is entirely 
in the hands of the practitioner. 

Professor Scitovsky has _ pointed 
out?® that price theory as currentiy 
defined and interpreted comprises an 
elaborate technique, but makes little 
use of it, it makes many feel that the 
complexity of its technique is out of 
all proportion to the main use to which 
this technique is put: prediction. 

He goes on to say that to predict 
how a change in costs will affect price 
and how a change in price will influence 
demand hardly requires a knowledge 
of indifference-map analysis or of the 
theory of the firm under pure com- 
petition. At the same time present- 
day price theory often fails to con- 
sider the very problems to answer 
which it was originally developed. He 
describes economics as a social science 
“. . . concerned with the administra- 
tion of scarce resources. . .”"” 


He also supports my view of the cur- 
rent economic theory of the firm in its 
many variants, and observes’® “, . . 
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this seeming incompatibility between 
the firm’s actual market behaviour and 
the economist’s theory of his behaviour 
has led to a growing demand for a 
new and more realistic theory of the 
firm. . .” As I myself observed” 
“, . current contributions centre 
around attempts to understand what 
the businessman does, when, and why, 
in order to be able to construct for the 
first time a workable dynamic theory 
of the firm. . .” 


It is for these reasons that I rejected 
any suggestion of the existence of a 
single, unified, conclusive and accepted 
theory of the firm, though Mr. Murray 
seems to think some of my fellow ac- 
countants are “misled” thereby. Ac- 
tually, I would credit the practitioners 
with sufficient sound common sense not 
to need any explanation from me, but 
not so the student or recently qualified 
accountant, and I repeat here my ad- 
vice then :— 


“. . . Students in particular need an 
assurance that they are by no means 
wasting time in making themselves 
thoroughly familiar with the cur- 


rently accepted concepts, be they 
‘rules’, ‘doctrines’, ‘conventions’ or 
‘principles’. . . 


A New Theory of Accounting? 


Mr. Morgan opened bravely by as- 
serting that he had subjected the 
“generally accepted accounting prin- 
ciples” (as I would call them) to the 
“harsh light of logical analysis”, but 
if one applies the same tests to his 
postulates allegedly “basic to the theory 
of accounting” they emerge in tatters. 
It is profitless to show the analysis here, 
for although these posulates have the 
appearance of comprising a new theory 
of accounting, this they certainly are 
not. They may show economists some 
of the reasons why accountants ac- 
count; they may be a form of rational- 
isation of an area of observed events; 
they may serve to show the link be- 
tween economics and accounting; but 
that is all. 
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To suggest that these postulates, or 
the theory of the firm, are a substitute 
for the value theory of accounts and 
for the assumptions and principles gov- 
erning the classification, recording 
and reporting of transactions in terms 
of that theory of double-entry is, in 
my view, quite extravagant and springs 
from an exaltation of the deceptive 
“conclusiveness” of marginal analysis 
—long since shaken from its pinnacle 
of eminence. I do not doubt that, with 
sufficient application, we could devise 
other or further theoretical concepts, 
but I do believe that if and when that 
is done we shall find that the general- 
isations will be too vague and fuzzy to 
be of any practical use. 

Oddly enough, Mr. Morgan concludes 
by saying that there is really no theory 
of accounting, which, in itself, absolves 
us from any serious analysis of his 
postulates. He is, no doubt, attempt- 
ing, in this way, to shunt accounting 
under the generic head of the theory 
of the firm but he does not show that 
the theory of the firm is able to help 
us to account more accurately or more 


efficiently, or even to account at all. 
If Mr. Morgan sought to argue for a 


recognition of the significance of 
economic theory vis-a-vis accounting, 
that is a laudable enough objective and 
the point is conceded clearly enough in 
this review of his contribution. 

I do think, however, that the 
economic writers who criticise account- 
ing have quite a lot to do to put their 
own house in order; and, whilst we 
shall certainly welcome suggestions for 
better solutions to our problems than 
we have perhaps so far able to achieve, 
or suggestions for refinements in 
methods and procedures, or even 
critical re-examination of accepted or 
received doctrine, we have no need of 
the sort of academic braggadocio that 
has marked not Mr. Morgan’s work 
so much, as some of our other economic 
flagellators. 


—Bacon? 
Mr. Murray opened his article with 
this quotation from “Bacon” :— 


The “Australian Accountant, March, 1954 


“the four great obstacles to learning 
are 


regard for authority 

force of habit 

prejudice 

false conceit of knowledge... . 


” 


I shall close with a brief examina- 
tion of it. 


Actually, the foregoing was a quota- 
tion from Dr. Nazir Ahmad, who had 
quoted “Bacon” in those terms—an 
example of the dangers of by-passing 
original sources unless you clearly flag 
your omission. In order to set the 
record straight I think I should quote 
“Bacon” first hand :— 


Roger Bacon was observing that if 
one wishes to get wisdom he must 
take care not to fall into the four 
errors which usually prevent even 
learned men from attaining the summit 
of wisdom, viz. :— 

“. . . the example of weak and un- 

worthy authority, continuance of cus- 

tom, regard to the opinion of the un- 
learned, and concealing one’s own 
ignorance together with the ezx- 
hibition of apparent wisdom. . .’’ 


Roger Bacon “whose opinion may not 
lightly be disregarded . . .” made his 
higher studies at Oxford and Paris 
and was later a Professor at Oxford 
(Franciscan School), an Order he later 
joined and which numbered amongst 
its more illustrious sons another such 
—Fra Luca Paciolo—who gave to the 
accounting profession the first definit- 
ive work on double-entry bookkeep- 
ing?) and who was also a Professor 
of Mathematics at the Sapienza in 
Rome, a university of top rank. 


Form without Matter 


There is no objection to a scientific 
approach to accounting, but I do agree 
that those who are so anxious to pro- 
claim the scientific nature of account- 
ing should first demonstrate that they 
understand what that entails; the care- 
ful systematisation of all observed 
facts, the framing of hypotheses from 
these facts, prediction of fresh con- 


103 





IN DEFENCE OF ACCOUNTING — Concluded 


clusions on the basis of these hypo- 
theses and the testing of these con- 
clusions against further observed facts. 

There is no objection to theory, nor 
anything derogatory in the appellation 
“theoretical” so long as it is theory 
which respects facts and does not try 
to supersede them with what may be 
described as ‘logical manipulation of 
verbal assertions”. 

There must, however, always be a 
general objection against advancing a 
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Fine Points of Commercial Law 


By E. H. COGHILL, LLM., (Librarian of the Supreme Court of Victoria) 


The Dissenting Shareholder 


T is a common saying in the legal pro- 
fession that “Hard cases make bad 
law”. I doubt whether Rathie v. Mon- 
treal Trust Co. (1953) 4 D.L.R. 289 
is as hard as all that, but I certainly 
think it made bad law. 


The appellants were shareholders in 
a paper company, Respondent cir- 
culated all the shareholders, offering to 
buy their shares for $200 per share, the 
offer to remain open for 15 days. As 
a result, of 100,000 shares, all but 40, 
owned by the appellants, were acquired. 


Now the smal! minority shareholder 
who refuses to come in is usually a 
nuisance, if not a blackmailer, and the 
Companies Acts, both of the U.K., 
Canada and the Australian States give 
power to coerce him. In the British 
Colombia Court of Appeal the respon- 
dent was authorised to take the appel- 
lant’s shares compulsorily. This de- 
cision I discussed in February, 1953 
(23 A.A.79). 


However, the shareholder appealed, 
and the Supreme Court of Canada re- 
versed the decision below on the ground 
that the Canadian section gives the 
person acquiring shares 4 months in 
which to obtain his 90% majority, and 
here it had only allowed itself a fort- 
night. 

How it could serve any useful pur- 
pose to have all parties twiddling their 
thumbs for 34 months after everyone 
but the appellant had made up his 
mind, I fail to see. Nor do I see how 
it would help the appellant in any way. 
If the other shareholders had all come 
in, it would merely postpone the evil 
day for him. 


Nevertheless, that was the decision 
of the Court. 
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Trust of Business Depreciation 


E case of Re Robertson, which I 

discussed in 1951 and 1952 during 
its progress through the Canadian 
Courts, has now been affirmed by the 
Supreme Court of Canada, under the 
names Chartered Trust Co. v. Robert- 
son’s Trustees (1953) 4 D.L.R. 225. 


In that case, testator, who died in 
1918, was the owner of a Canadian 
daily newspaper, and left his business 
to trustees upon trust to pay the income 
to various relatives during the life of 
his widow, and after her death, to sell 
and pay the proceeds to charity. The 
widow died in 1947. 


Over the years, the trustees re- 
valued assets, bought new plant and re- 
tired old, and in their accounts charged 
upwards of a million dollars in addi- 
tion as a reserve for depreciation. 
Finally, the business was sold at a sub- 
stantial increase on its book value, and 
those entitled to income claimed that 
this proved that the depreciation 
charged had been excessive. 


The Supreme Court of Canada 
pointed out that this did not necessarily 
follow. The increased price might 
have been due to all sorts of factors. 


But in any case, the power of man- 
agement conferred on the trustees 
clearly included a power to set aside 
reserves. A reserve for depreciation 
is not intended as an exact counter to 
the cost of replacement, but is a method 
of recouping capital for the inevitable 
loss of value of tangible things by ob- 
solescence and wear and tear. As 
such, the reserve became part of the 
capital of the business and those en- 
titled to income had no right to have it 
turned into income again. 
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Income Tax and Bankruptcy 


T is not to be expected that the other 
creditors of a person in financial 
difficulty will exert themselves to pre- 
serve to the Commissioner of Taxation 
the priority given to him by the Income 
Tax Assessment Act sec. 221, but the 
case of Re Boyley, 16 ABC 33, shows 
that he is not entirely defenceless. 

In that case, debtor sold his business, 
paid his more pressing creditors in full 
and called a meeting at which he offered 
the others 7/6 in the £. Among the 
creditors was the Commissioner of 
Taxation, who was owed £43, not suf- 
ficient (it will be observed) to enable 
him to present a bankruptcy petition. 
His representative pointed out that he 
was entitled to priority, and when 
someone moved that the debtor’s offer 
be accepted, he moved an amendment 
that the Commissioner be paid in 
priority, but this was rejected and the 
original motion carried. 

The Commissioner then applied to 
the Court (Paine, J.) to reject the 


composition as unreasonable, under the 
power given by the Bankruptcy Act 


s.161(f). His Honour held that it was 
clearly unreasonable that the ordinary 
creditors should be allowed thus to by- 
pass the priorities which Parliament 
has conferred on several classes of 
creditors, such as the Taxation Com- 
missioner, and accordingly he rejected 
the composition. In doing so, he said 
that he felt unable to agree with the 
reported remarks of Philp, J., in Re 
Earner 15 ABC 46, that in deciding 
whether to set aside a deed of arrange- 
ment, the fact that it did not preserve 
the statutory priorities was irrelevant. 

Having set aside the composition, 
His Honour held that section 161 (i) 
gave him authority to make a summary 
sequestration order against the debtor, 
although the applicant’s debt was less 
than £50, and he did so. 


Filling in Blanks 


= favour of a third party, a bill of 

exchange or promissory note may be 
filled up by the holder, and (if the 
blank is in the amount) for any figure 
which the stamp will justify—Bills of 
Exchange Act, R. 25. But of course as 
between the initial parties, the drawer 
is entitled to show that the note was 
only intended to be for some definite 
amount, and that he need pay no more. 


The Canadian case of George v. 
Allen (1953), 3 D.L.R. 551, deals with 
this point. Plaintiff and defendant had 
some loose arrangements that defend- 
ant would buy lobsters from fishermen 


and plaintiff would take them to the 
cannery. 


After the season was over, defendant 
gave plaintiff a promissory note, with 
the amount blank. Plaintiff said that 
he had made seven trips, and that he 
was charging $100 per trip, and so he 
filled the blank with the words “seven 
hundred dollars” and discounted the 
note. 


Defendant claimed that they were 
partners, and that the profits of the 
deal were not enough to make plain- 
tiff’s share so big, and he refused to 
pay. Plaintiff, having paid the amount 
of the note to the holder, sued defend- 
ant and succeeded, on the ground that 
defendant had not proved that plain- 
tiff had exceeded his authority—the 
true position apparently being that 
they had not decided precisely what 
his basis of remuneration was and s? 
no one could say that he had gone on 
a wrong basis. 
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Conveyancing in N.S.W. 


By W. J. SOUTHEY WILSON, LLB., A.A.S.A. 


(Prompted by Mr. Coghill’s article, “Acting as a Solicitor,” Page 343, Vol. XXIII.) 


OR many years the first pages in the 
Australian Accountant to which I 
turn have always been Mr. E. H. Cog- 
hill’s comments on and review of recent 
commercial cases. 


This is perhaps due to a combination 
of the fact that I am a practicising soli- 
citor and that I greatly admire the ex- 
tremely able and instructive (not to 
mention entertaining!) manner in 
which Mr. Coghill extracts the essential 
part of the cases, some of which are, in 
the full reports, most involved and dif- 
ficult to follow even for a lawyer. I 
marvel how he gets so much informa- 
tion so accurately into so little space. 


It is with some surprise therefore 
that I find myself in disagreement with 
views expressed by him in Vol. XXIII 
at Page 343 under the heading “Acting 
as a Solicitor’, and with the greatest 
respect to him, I consider the views ex- 
pressed are erroneous and seem to be 
based on a misunderstanding of Con- 
veyancing practice in this State (New 
South Wales) at any rate. 


I have been “in the law” for over 30 
years in this State but do not profess 
to know anything about Conveyancing 
practice in any other State so my re- 
marks must be taken as strictly limited 
to the law and practice here. 


Mr. Coghill contends that the legal 
practitioners Act of Western Australia 
is not in keeping with the ordinary 
needs of the business community. By 
“business community” he apparently 
has in mind estate or business agents, 
as his sympathy seems to be with them 
rather than with the vendors or pur- 
chasers who can—and in fact often do— 
get “flattened” by some agent “striking 
while the iron is hot” and bamboozling 
them into signing a contract which 
contains some provision which would 
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have been promptly rejected or modified 
if the party had had a reasonable op- 
portunity to find out from his solicitor 
what its real import was. 


In the case of a vendor, trouble mostly 
arises through the omission of some 
protective clause regarding e.g., some 
encroachment by or upon the property 
which is not made known to the pur- 
chaser and who naturally thereafter 
wants the encroachment removed or 
compensation paid. 


Perhaps my lack of knowledge of Vic- 
torian Conveyancing Law and Practice 
causes me to misunderstand Mr. Coghill 
when he appears to place so little im- 
portance on the initial contract for sale 
which he refers to as “the informal 
contract of sale”. I should think that, 
as in N.S.W., the original contract is of 
far more consequence than the sub- 
sequent “formal transfer” as (apart 
from statutory provisions) the whole of 
the rights and obligations of both ven- 
dor and purchaser are created and 
found within such contract and all sub- 
sequent steps must be taken in accord- 
ance therewith. 


There are of course, certain statutory 
provisions implied into contracts but 
these can do no more than relate to 
more or less general rights and obliga- 
tions which can be said to be common 
to all land sales and as a rule only 
aggravate the difficulty that arises if 
matters special to any particular title 
or transaction are not efficiently dealt 
with by a qualified person in the ori- 
ginal agreement for sale. Many in- 
stances come readily to mind. 


Mr. Coghill has, in correspondence, 
raised what he calls “the impossibility” 
of parties consulting their solicitors in 
regard to the terms of a contract re- 
lating to a property submitted for sale 
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at auction, but with respect, I cannot 
concede that any such impossibility in 
fact exists. Here again, I can only be 
guided by my personal experience of 
Conveyancing in this State. 

In Sydney there are about half a 
dozen large firms of real estate agents 
who handle practically the whole of the 
sales by auction of city and suburban 
and often of country properties. 

There are, of course, hundreds of 
smaller city and suburban agents but 
most of them have not the facilities or 
experience for holding their own auction 
sales and they normally give the job of 
auctioning any property they can’t sell 
by private treaty to one or other of the 
first-mentioned firms and the auction 
a is then by A “in conjunction with 

So far as my experience over a good 
many years indicates it is not the prac- 
tice of any of these leading auctioneers 
to prepare their own contracts for sale. 

They supply their special forms of 
contract—which are substantially iden- 
tical with the standard form approved 
and adopted by the Real Estate Insti- 
tute—to the vendor’s solicitor who pre- 
pares the contract and returns it to the 
auctioneer as soon as possible and at 
least a day or so prior to the sale so 
that any prospective bidder can check 
the terms of the contract before bidding. 

Any special conditions that have been 
added to the standard form are always 
read out by the auctioneer before sub- 
mitting the property and the purchaser 
therefore knows in advance (with or 
without the aid of his solicitor) the 
terms of the contract and if they do 
not suit him he need not buy. 

This procedure works very satis- 
factorily and subsequent arguments as 
to what the contract means or what are 
the parties’ rights very rarely occur. 

As regards sales by private treaty 
nearly every reputable agent I have 
dealt with has asked me to prepare the 
contract when acting for the vendor 
and, when acting for the purchaser, has 
given the purchaser a copy of the con- 
tract to get my approval of its terms 
before he signs it. 
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This practice has very rarely resulted 
in a deal falling through and on the con- 
trary has avoided the unpleasant atmo- 
sphere and attendant sparks of “strik- 
ing while the iron is hot” and has in- 
variably been appreciated by all parties 
and their solicitors with consequent 
goodwill to the agent. 

There may be found in the ranks of 
real estate agents persons who are un- 
scrupulous and quite indifferent to any 
legal or moral obligation to give their 
clients a “fair go” and whose only con- 
cern is to collect a commission with as 
little trouble and expense and as quickly 
as possible. 

Unfortunately a similar type is also 
to be found at times in the legal and 
accountancy professions, and as in these 
professions, so the controlling body 
of real estate agents have found it ne 
cessary to lay down certain standards 
of conduct and the Legislature to make 
certain statutory provisions for the pro- 
tection of innocent people who have the 
misfortune to deal with agents who are 
either dishonest or incompetent to do 
certain things which a layman might 
consider well within their scope. 

An example of such protective legis- 
lation is the Legal Practitioners Act of 
each State. An historical examination 
of these Acts will show beyond any pos- 
sible shadow of doubt that their prin- 
cipal objective was to pevent persons 
doing for reward or hope of reward an 
act such as preparing a contract for 
the sale of land which they had not the 
legal training to be able to do without 
the risk of serious loss or injury to an 
unsuspecting buyer or seller. 

The fact that some benefit to the 
legal profession may have naturally 
flowed from such legislation was purely 
incidental—though not unacceptable! 
An analogous case more closely touch- 
ing Accountants is the provisions of the 
Income Tax Act relating to Registered 
Tax Agents. 

I don’t suppose any accountant would 
seriously suggest that these provisions 
were enacted for the benefit of the 
Accountancy profession though they 
have had some effect that way in limit- 
ing and controlling the field of persons 
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who may prepare Income Tax Returns 
for reward. 

In conclusion I feel that Mr. Coghill 
has, in forming his views, given too 
much weight to what I submit he 
mistakenly considers the “expediency” 
of the position and not enough to the 
real object for which the legislation was 
passed. For reasons indicated above 
I feel that both parties are running 
serious risks if they do not completely 
satisfy themselves with the terms of 
the contract before signing it and this 
I submit can only be done with the aid 
of their legal advisers. Mr. Coghill, I 
think, regards this as a counsel of per- 
fection—I regard it as just plain com- 
monsense, 


Mr. Coghill’s Reply. 


AY I make a few comments on Mr. 
Southey Wilson’s interesting and 
flattering note? 

It is nearly twenty years since I was 
in active practice, and longer still since 
I used to earn a few honest guineas 
“clerking” at suburban auctions, but to 
the best of my knowledge the con- 
veyancing practice in Victoria is no 
different from that outlined in his let- 
ter as being that in New South Wales. 

I have no reason to suppose that that 
in Western Australia, which gave rise to 
the case of Re McCombes and Edwards, 
my discussion of which in 23 A.A 
(August, 1953) at p. 343, led to this 


correspondence, is substantially dif- 
ferent either. 

It seems to me that the fundamental 
difference between Mr. Southey Wil- 
son and myself is that he thinks in 
terms of hundreds of thousands of 
pounds while I have in mind the very 
small sale, a few hundreds or thou- 
sands at most, made by persons who 
cannot have a solicitor at their elbow 
all the time, because the size of the 
transaction does not warrant the ex- 
pense. 

In this connection my point is that 
to comply with the Western Australian 
Act, the solicitor must not merely draw 
up the terms of the contract of sale, 
but must fill up the blanks. There is no- 
thing in the case of Re McCombes and 
Edwards to suggest that the defend- 
ants were not using a form prepared by 
a solicitor, either for some institute or 
for this particular sale, but by complet- 
ing the contract, it was held that they 
had “prepared a writing relating to an 
interest in property”, and had com- 
mitted an offence against the Western 
Australian Act. 

No one could agree more with Mr. 
Southey Wilson than I, that both the 
vendor and the purchaser need their 
solicitor, not only to see that the con- 
tract is fair to both parties, but to pro- 
tect the vendor from the outrageous 
clauses relating to commission which 
some agents slip into their contracts 
unless watched. But I am not con- 
vinced that it should be compulsory to 
have legal advice at this stage in every 
case, even the simplest and smallest, 
and that is what this decision means— 
or so I suggest. 





Next to knowing to seize an opportunity, the most important thing is 
to know when to forgo an advantage.—Disraeli. 
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Practical Compound Interest: Edwin 
F. W. Sumner; Financial Publica- 
tions Ltd., Wellington, 1953: Pp. 176, 
inc. 82 Pp. of Tables: Price 55/- 
post paid. Our copy from McCarron, 
Bird & Co. 


HERE is a widespread belief that 

accountants are mathematical 
wizards. A Victorian judge one told 
an accountant-witness to “get on with 
the sums”, and the wife of a well-known 
Melbourne accountant habitually refers 
to her husband’s office activities (in a 
tone of sympathetic tolerance) as 
“adding up”. 


But, between ourselves, most of us 
must admit that our knowledge of 
mathematical theory is strictly limited: 
in some instances indeed, such as that 
of the present reviewer, abysmal ig- 
norance would be a more appropriate 
description than “knowledge”. Never- 
theless, there are occasions in the life 
of an accountant when he has some- 
how to work out complex calculations 
of interest rates, annuities, repay- 
ment schedules and the like; and, in 
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certain specialized accounting duties 
these occasions are many. 

Consequently, the wise accountant 
keeps handy a book of tables, prefer- 
ably one which clearly explains how to 
use the tables, which will help him to 
toss off his solutions with a nonchalant 
and esoteric air, preserve his reputa- 
tion for mathematical skill, and ensure 
that his answers will be arithmetically 
unimpeachable. 

Such a book is Practical Compound 
Interest. It consists of two parts. 
Part I explains clearly and concisely 
the nature of compound interest, how 
it works and how practical problems 
may be solved. Part II is an un- 
usually complete set of tables giving 
values, or the means of simply calculat- 
ing values for annuities, payable half- 
yearly, quarterly, or at more frequent 
intervals, at rates of interest ranging, 
in 7;ths from 1% to 2%, in 4ths from 
2% to 3%, in }ths from 3% to 6%, 
in half per cents. from 6% to 8%, and 
in 1% from 8% to 10%. It is there- 
fore a most valuable addition to any 
accountant’s library. 

A.A.F. 








Offences Relating to Australian Notes 


From to time some companies print in their annual reports and/or advertise- 
ments what resembles an Australian note. 






This is an offence under Division 2 of the Commonwealth Bank Act 1945/53, 


which provides as follows:— 
"Section 55 (1) A 


Bank, make or have in his possession— . . 


rson shall not, without the authority of the Commonwealth 


. (b) any a engraving, photogra 


or print resembling an Australian note or apparently intended to be, or to pass for 


a copy of an Australian note. 


Penalty £100 or imprisonment for one year or both.” 


"Section 56 A person shall not. . . 


(c) design, make, issue, or circulate any 


advertisement which is in the form of, resembles, or is apparently intended tc 
resemble, any Australian note or part of any Australian note. 


Penalty £20." 
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Better Financial Statements 
The Accountant Must Help 


By R. A. McINNESS, A.A.S.A. 


N the third quarter of 1953, when 

annual financial statements of 
public companies were being published, 
an investment analyst, part of whose 
work involved the analysis of published 
accounts, approached the State Re- 
gistrar of the Queensland Division of 
the Society. 

“Cannot your Society do something 
to improve the standard of published 
accounts in Queensland”, he said. “I 
have recently inspected an exhibition of 
published accounts which have won 
commendation in an Australia-wide 
competition. Not one Queensland com- 
pany appears among them. Today I 
find on my table the report and accounts 
of an old established Brisbane company, 
with a balance sheet which is nothing 
more than a hotch potch assembly of 
items in a trial balance, and the only 
thing which can be said about it is 
that both sides add up to the same 
figure. 

“Surely something can be done within 
es accounting profession to improve on 
this.” 

This criticf’m, if justified, is a per- 
tinent challenge to the accounting pro- 
fession. It has been emphasised often 
that the accounts, as published, are the 
accounts of the Directors. Never- 
theless, before publication, an account- 
ant has compiled the statements and 
an auditor has examined the state- 
ments and averred they give at least 
a true and fair view of the state of 
affairs of the company. 

In many cases more detailed accounts 
have been compiled and presented to 
the Directors for assistance in manage- 
ment; but it is the published statement 
which is the shop window of the pro- 
fession and by the form and content of 
such published statements the profes- 
sion must be judged. Therefore in 
Justice to the skill and competence of 
the profession, the accountant prepar- 
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ing the published statements must do 
all in his power, even to overcoming the 
reluctance of the Directors, to ensure 
the statements are well presented. 
Equally. the auditor, in his recommen- 
dations to the Directors, should strive 
to ensure form and content conform 
with latest standards. 

The question of form and content of 
published accounts has received con- 
siderable attention within the profes- 
sion over the past fifteen years. It 
became prominent following the issue 
of Recommendations on Accounting 
Principles by the Institute of Chartered 
Accountants in England and Wales be- 
tween 1942 and 1944; it was emphasised 
in evidence before the Cohen Com- 
mittee on Company Law Amendment; 
it provided the substance of a booklet 
of Recommendations issued by the 
Institute of Chartered Accountants in 
Australia in 1946; and it was given ex- 
haustive examination in a textbook — 
“Form and Contents of Published 
Financial Statements”—by A. A. and 
G. E. Fitzgerald, published in Australia 
in 1948. 

Throughout the whole of this period 
the several promulgations were fully 
reviewed and discussed in articles 
in Australian Accountancy Journals. 
There is no excuse for any accountant 
being unaware of recommended me- 
thods of presentation. It is in the 
“doing”, not the “knowing”, that the 
lag is apparent. 

It may be asked how far was the 
critic justified in his criticism. In- 
stances are known of individual com- 
panies who have improved the presenta- 
tion of their accounts in recent years. 
To test the position, access was ob- 
tained, through the courtesy of the 
Secretary of the Brisbane Stock Ex- 
change, to the first fifty balance sheets 
filed with the Exchange during Sep- 
tember and October, 1953. These em- 
braced the whole of the balance sheets 
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covering the alphabetical sequence A 
to H, and, fortuitously, were almost 
evenly divided between Queensland and 
interstate companies. 

These balance sheets were examined 
in relation to the several methods of 
presentation now generally recom- 
mended and the results are set out in 
the following table and notes. It will 
be seen that Queensland companies use 
less of the recommended methods than 
do interstate companies, but also that 
the aggregate figures disclose need for 
improvement in several respects. 


Companies included . euprieeae 

Companies with subsidiaries .... .... 

Companies presenting consolidated 
statements . sale bee 

Companies using “vertical form .... .... 

Companies showing comparison with 
previous year . 

Companies eliminating ‘shillings | “and 
pence .... .. 

Companies using group classifications . 

Companies disclosing position after 


giving effect to Directors’ recom- 
mendations .... idllies “citeitiahiet Maks 


When the individual items within the 
groups were examined there was re- 
vealed a marked variation of practice. 
One company showed an omnibus item 
—“Unsecured creditors and Provision 
for Contingencies, £1,868,726’, render- 
ing it impossible to reasonably calculate 
the working capital position. 

Another company had a “Reserve for 
Contingencies,” larger than its “General 
Reserve,” its omnibus nature being in- 
dicated by reference in the accompany- 
ing report that the Reserve had been :— 

“(a) charged with premiums paid 
on purchase of shares in sub- 
sidiary ; 

(b) charged with loss on sale of 
shares in general investments; 
(c) credited with gain on sale of 
property by the subsidiary.” 


Methods of disclosing basis of valua- 
tion of assets differed considerably. 
Some had bald statements such as “at 
cost and valuation less amounts writ- 
ten off.” One presented its fixed assets 
in the following manner:— 


“Freehold Land and building (at cost 
less depreciation) £140,644 


Less thee | ~ thereon ..... ... 


£120,000 
——_ £20,644 


In all there was a lack of uniform 
terminology and a strong tendency to 


Incorporated Incorporated 

in Queensland in Other States Total 
24 26 50 
13 21 84 


A 16 22 
6 10 16 


18 23 36 


16 25 41 
20 25 45 


10 20 30 


perpetuate omnibus items which de- 
tracted from the value of the attempt 
at group classification. 


This gives a brief picture of the 
situation in which the accountant must 
help. Where it is required that more 
detail be disclosed the accountant does 
not stand alone; he is supported by the 
Stock Exchanges, the Institute of 
Management and the Financial Press. 
But in the form of presentation he is 
the principal contributor, and his skill 
and competence, as well as that of the 
profession generally will be judged by 
the manner in which the financial state- 
ments are presented. 


If we are to have better published 
financial statements the accountant 
must help. 
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Price Setting in a Grey-lron Jobbing Foundry 
In the Absence of a Cost System 


By R. E. 


R. A. A. FITZGERALD, when 

speaking before the Sixth Inter- 

national Congress on Accounting dur- 
ing 1952, said :— 

“Perhaps, the foremost refractory 
problem yet to be faced by Australian 
accountants is how to adapt account- 
ing control methods to the needs of 
small-scale industry and how to make 
those methods available economically 
to small business units. Probably 
that difficulty is being experienced 
everywhere .. .” 

In view of Mr. Fitzgerald’s sound 
and challenging remarks I have set out 
some pricing views on an industry 
which has presented many pricing and 
cost problems. 

Perhaps, it may at least suggest to 
others articles along similar lines 
which may be useful to those engaged 
in small-scale industry. 

Foundry operation probably remains 
the most primitive of industries. This 
is naturally reflected in most attempts 
made by the smaller foundryman to 
cost his products. Particularly is this 
so when the shop concerned is turning 
out jobbing orders. 

The emphasis throughout this 
article is on price-setting because (i) 
the smaller foundryman usually cannot 
afford complex and searching cost sys- 
tems, (ii) he must, in most cases, give 
quotations before the work is actually 
started. 

The small foundryman, therefore, 
has a distinct problem. Hence it is 
not surprising to find that (i) he takes 
the easier course and quotes his pro- 
ducts at so much per cwt. irrespective 
of the weight of the casting; or (ii) if 
he differentiates between light, medium 
and heavy castings his differentials are 
usually divorced from reality for the 
self-same reason. 
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Conventional foundry costing also 
fails to take into consideration suf- 
ficiently these three main variables :— 

(a) Variations due to weight of 

castings poured; 

(b) Variations due to type of pat- 

tern used; and 

(c) Variations due to time spent on 

the coremaking. 

This aspect of the subject belongs 
more to foundry cost-finding as such, 
and therefore is not discussed. 

Experience has shown, however, that 
it is a common practice in some of the 
better-equipped shops to price castings 
on the basis of output per moulder per 
week, thus making at least some at- 
ae to co-relate labour to a weight 
asis. 


Information Needed: 


The present article pre-supposes that 
the jobbing grey-iron foundry under 
review can supply as a minimum the 
following :— 

(a) The simple average weight of 

casting sold in any given period. 

(b) Financial and operating statis- 
tics — conventional statements 
will usually do. 

Prices from time to time of raw 
materials, labour and manufac- 
turing expense. (These may 
have to be re-assembled from the 
financial statements supplied or 
obtained from suppliers, and 
wages determinations.) 

Some notion of what return is 
desired on the funds employed 
in the business (this informa- 
tion is usually assembled and 
explained to him by the account- 
ant). 

From these criteria it will be im- 
mediately realised that an attempt is 
to be made to relate physical produe- 


(c) 


u3 





FOUNDRY PRICES — Continued 


tion, costs, desired profit and return on 
the net funds employed. 


Hypothetical Example: 
By way of example, assume the fol- 
lowing hypothetical example :— 


(i) During 1952 the simple average 
weight of castings sold was 66 
Ibs., whereas during 1953 this 
fell to 35 Ibs. 


(ii) Financial Statistics. 

1951 1952 1953 
£ £ £ 

Net Funds 

Employed .. .. 7173 

Net Profit from 

Funds Employed 750 

Net Profit as 

Percentage of 

Net Funds 

Employed .. .. 10.45 


(iii) Operating Statistics. 


Total Saies .. .. 8254 
Cost of Sales .. 7119 
Gross Margin .. 1135 
Percentage 
Gross Margin 
to Cost .. s. «+ 16.04 11.74 6.11 


(iv) Estimated Production for 1954, 
8,000 cwts. at a net profit of 2/6 
per cwt., thus returning £1,000 
per annum or a yield before 
taxation on the funds employed 
of £16,718 (at the beginning of 
the period) of about 6% p.a. 

(v) Cost per Cwt. on an Average 
Casting of 35 lbs. 

‘Hypothetical Only) 


10430 16718 


1597 182 


15.31 1.09 


29642 
27935 
1707 


25412 
22742 
2670 


8s. 


Material .. ds 
Labour (Excluding Core- Making) — ae 3 
Manufacturing Expense 

General Overhead or Other ‘Charges 
Desired Net Profit .. . 


Estimated Selling Price per cwt. of 
an average Recsicned ——s 35 
Ibs. ‘ . 40 9 
In Geibneiiietiis the price per cwt. 
for castings other than those of 35 lbs. 
the allowance for materials will remain 
constant, whilst that of 33/3 per cwt. 
for labour, manufacturing expense, 
general overhead and net profit will 
vary according to the weight of the 
casting. 
The Application of the Formula: 
The formula about to be discussed 
has been applied to this amount of 33/3 
cwt. (40/9 less 7/6) to establish the 


amount for castings of a weight other 
than the standard one of 35 Ibs. 
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The formula used in “weighting” the 
relevant cost data (see (v) above) is 
the general equation :— 

1 


+a 
x 
which, when related to the example be- 


fore us, becomes :— 
1 


y= 


j¥= + .9. 
10x 

An examination will show that the 
price is greater as the weight of the 
casting is reduced, and alternatively, 
the price decreases as the weight of the 
casting increases. 

It will also be seen that the rate of 
increase of the lighter castings is 
greater than the rate of decrease on the 
heavier castings. 

Expressed in another way, a given 
absolute increase in the weight of a 
given casting “x” will be accompanied 
by a certain teeetiibe in the selling price 
per lb., for labour, manufacturing ex- 
pense, general overhead and net profit, 
ay, 

The same absolute decrease in “x” 
(the weight of the casting), will be ac- 
companied by an increase in the selling 
price per lb. for labour, etc., which is 
larger than the increase registered in 
the previous price. 

Reverting to the general equation, 

1 


+ 9 
10x 
this may now be written :— 


35 
y= 33.25 


y= 


+ .9 


10x 

(It will be recalled that 33.25 shil- 
lings is equivalent to labour, manufac- 
turing expense and general overhead 
and desired net profit of a casting 
weighing 35 lbs. when sold). 

The harmonic average which resulted 
in a geometric progression, was applied 
because research over numerous grey- 
iron foundries showed that the cost 
pattern or experience tended to fit this 
type of curve consistently. 


Coremaking Charges: 
In practice coremaking does vary 
substantially in relation to the type of 
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FOUNDRY PRICES — Continued 


pattern used, but statistically speaking, 
it has been found that often there is a 
very close correlation. 


Summary. 


1. The statistical approach demon- 
strated is a practical working tool for 
the relatively small foundryman who 
cannot usually afford a complete cost 
system which ties in with the financial 
records. 

2. The outline given describes briefly 
a price-setting device which enables a 
foundryman to budget, and also to re- 
late his physical production to his 
available financial resources. 

3. The resultant price-list which may 
be constructed in the absence of reliable 
cost data is more accurate than prices 
given at so much per cewt., irrespective 
of the weight and type of casting sold. 

4. The ideal of foundry practice is 
achieved by selling at so much a piece 
or at so much a casting instead of a 
simple arithmetic average of so much 
per cwt. 

5. The method of approach takes into 
consideration the wide fluctuations in 
the weights and types of individual 
castings which may be sold in any 
given period in most grey-iron jobbing 
foundries. 

6. The method suggested also enables 
a foundryman to take say, a big per- 
centage of light casting work, as his 
price covers this change in his pattern 
of production. If he cannot get his 
price then it is usually better for him 
to let the business go—as lower prices, 
relatively speaking, are unprofitable 
over, Say, a period of 12 months. 


7. In the broad scheme outlined there 
is room for refinement if additional data 
such as fixed and variable costs are 
available. 

8. However, the data required are 
usually obtainable, whereas, foundry 
cost-finding by virtue of its complex 
nature usually necessitates close cost 
control requiring detailed records. 

9. Once the Price Schedule is set up 
(subject to increases in costs), the 
foundryman may quote his customer 
promptly and with a degree of confi- 
dence. 

10. At the end of the financial period 
(dependent on the degree to which he 
continues to use the resultant Price 
List), he may compare his budgeted 
net profit with his achieved net profit, 
after allowing for fluctuations through- 
out the period in his costs of material, 
labour and so forth. 

11. However, the scheme or approach 
demonstrated does not presume to take 
the place of a soundly based cost sys- 
tem—as suggested by the title it is a 
price-setting method when the cost re- 
cords are scanty or non-existent. 

12. It is a practical scheme because 
experience has shown that the small 
foundryman—the man who _ should 
know his costs in order that he may at 
least determine his prices, is the very 
man who has been found to be totally 
ignorant of them. 

N.B.—A Price List has not been 
given because of space considerations. 
It is a worth-while exercise to build up 
such a List after substuting actual 
figures in the formula given. The re- 
sultant list throughout tends to weight 
the relatively light castings much more 
that the heavier ones. 


We women are wearing our best frocks tonight and therefore we are as 
old as we look. You men, of course, are old when you stop looking.—Miss 
a Hornsby Smith, Parliamentary Secretary to the U.K. Ministry of 

ealth. 
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In Brief... 


By GORDON BRUNS 


[A condensed review and commentary of this month’s major 
economic, trade and Stock Exchange activities]. 


Ripples on the Pool. Reports from 
U.S.A.. indicate that the New York 
Stock Exchange has made a modest be- 
ginning in facilitating investment by 
small investors through a monthly in- 
vestment plan, under which the mini- 
mum rate of investment is 40 dollars 
a quarter and the maximum 1,000 dol- 
lars a month. 


The first purchase is reported as ap- 
pearing to be staged, when a minute 
after opening time on the first day of 
the scheme, a married couple decided to 
spend $40 a month on copper shares 
(their first instalment acquiring 1.1794 
shares at $32 a share). 


That the scheme has so far caused 
no more than a ripple on the invest- 
ment pool is shown by the statistics— 
657 shares sold to 484 other investors 
that day, and some 4,000 shares sold 
under the plan in the first week of 
operation. 


But the bald facts fail to indicate 
the real significance of the plan. For 
one thing, it is not a kind of instalment 
buying or hire purchase method. The 
scheme simply enables investors to lay 
out a small fixed sum regularly to pur- 
chase a particular security. 


It differs from conventional methods 
in that the buyer can spend his named 
number of dollars to buy whatever num- 
ber of shares the market will yield 
to him at current prices, including frac- 
tions. Our market might explain that 
it allows dealings in “odd lots”, even 
fractions of shares—as though you 
could say “I’ll have £10 worth of B.H.P., 
and intend to buy a further £10 worth 
every month for a year”. 


Instead of this, our investors have to 
calculate how much a full lot of B.H.P. 


6 


costs and then save that amount before 
they start investing, by which time, the 
price will almost certainly have altered, 

The other important feature is the 
long term objective of educating the 
general public to the benefits of Stock 
Exchange investment, and so encourag- 
ing that mass of people of moderate 
means to poll their savings with the 
funds of the traditional investing class, 
to supply industry with the financial 
means of expansion, modernisation, re- 
search and technical progress. 


* 


Bank Figures Expand. The December 
quarter returns for Australian trading 
banks show that deposits expanded 
again in 1953, after declining in 1952, 
and advances continued to expand but 
at a slower rate than in 1952. 

Deposits totalled £1,200 million at the 
December quarter of 1951, but declined 
to £1,110 million a year later. By the 
December quarter of 19538, the figure 
had recovered to £1,250 million. The 
tendency for interest-bearing deposits 
to rise more slowly than non-interest 
bearing is shown by the decline in the 
percentage of interest-bearing to total 
deposits from over 20% at December, 
1951, to 19.4% a year later, and 19.3% 
for the December quarter, 1953. 

In advances, the figures increased by 
£46 million from the last quarter of 
1951 to the last quarter of 1952, but 
by only £4 million in the following year 
to the last quarter of 1953. 


* 
Less Coal but Bigger Stocks. New 
South Wales coal production in 1958 
was 14.2 million tons compared with 15 
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million tons in the previous year—re- 
duction having been deliberately 
effected in output from open cuts. New 
South Wales used 600,000 tons more 
than in 1952, but other states used less, 
and although exports rose somewhat, 
the accumulated stocks at the end of 
the year reached record levels. 


* 


Dollars Easier. Evidence that the 
dollar shortage is not so acute as it 
used to be is Australia’s repayment of 
certain dollar loans some time ago 
ahead of the compulsory date, and the 
more recent repayment of $12 million 
of the $50 million purchased from the 
International Monetary Fund in October 
1949 and August 1952. Such moves 
suggest that recent negotiations, aimed 
at achieving easier convertibility be- 
tween dollars and sterling, hold out 
some hope of success. 


* 


Human Life Worth More—Last 
month we reported in these columns 
the increased amounts allowable as 
workers’ compensation under an amend- 
ment to the law in Tasmania. Now the 
South Australian Act has been amended 
to increase the maximum liability of an 
employer from £1,750 to £2,250, to cover 
employees receiving up to £33 a week 
(compared with a previous limit of £24 
weekly), increasing death benefits from 
£1,500 to £2,000, and effecting other 
increases. Amendments of a less im- 
portant nature were made in the Vic- 
torian Workers Compensation Act last 
November. 


* 


Hot Money—The frequency of pay- 
roll and other cash hold-ups in the 
United States has led banks and other 
organisations to include a_ certain 
amount of identifiable money in their 
cash. A company is marketing cards 
which can be displayed to the view of 
the public (and of any potential 
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bandits), intimating that identifiable 
currency is included in the concern’s 
cash. ' 

* 


Shares or Stock. A recent amend- 
ment to the Victorian Companies Act, 
1938, eases the requirement to number 
shares. The following proviso is added 
to Section 62 (2): “Provided that if at 
any time all the issued shares in a 
company, or all the issued shares there- 
in of a particular class, are fully paid 
up and rank pari passu for all pur- 
poses, none of those shares need there- 
after have a distinguishing number so 
long as it remains fully paid up and 
ranks pari passu for all purposes with 
all shares of the same class for the 
time being issued and fully paid up”. 

This amendment means that serial 
numbering may be avoided, without 
converting shares to stock. It is in- 
teresting to note that B.H.P. announced 
on February 23 that it would dis- 
continue the use of distinctive share 
numbers. 

* 


Rural Education. A _ sixty page 
booklet, “The Great Australian Pasture 
Revolution”, has come into our hands. 
The feature of this well printed and 
illustrated publication is that it is pro- 
duced and distributed gratis by British 
Farm Equipment Pty. Ltd., presumably 
to help sell their products, but ap- 
parently to serve the national purpose 
of propagating methods of improving 
pastures on various types of soils, with 
details of various stages of the process, 
costs, tax benefits, and so on, all of 
which seems very useful for the 
financial advisers of rural producers. 
Not only does this publication perform 
a national service in encouraging a 
better stewardship of the community’s 
natural resources, but it shows in detail 
how the individual producer may im- 
prove his assets and his income. The 
publication will be supplied gratis on 
request to anyone having a genuine in- 
terest in furthering the proper use of 
Australia’s soil, at least in Victoria and 
New South Wales where British Farm 
Equipment Pty. Ltd. operates. 









AUSTRALIAN SOCIETY OF ACCOUNTANTS 


Convention, Adelaide — May 31, June 4 


PROGRAMME 


SUNDAY, MAY 30 
7 p.m.—Church Services at St. Peter’s Cathedral and at St. Francis Xavier’s 
Cathedral. 













MONDAY, MAY 31 
1 p.m.—MEMBERS’ LUNCHEON 
Adelaide Town Hall. 
5 p.m.—ANNUAL GENERAL MEETING OF SOCIETY 
Liberal Club Building. 
6.30 p.m.—PRESIDENT’S RECEPTION 
University Refectory. 


TUESDAY, JUNE 1 
9.45 a.m.—OFFICIAL OPENING OF CONVENTION 
The President, Mr. C. R. Hicking, F.A.S.A., Mawson Lecture Theatre, 
University of Adelaide. 
10 a.m.—FIRST TECHNICAL SESSION. 
12.30 p.m.—Subject: “Capital for Private Enterprise under existing Economic Condi- 
tions.” 
First Paper: Mr. R. L. Mathews, B.Com., A.A.S.A. (Reader in Commercial 
Studies, University of Adelaide). 
Second Paper: Mr. R. A. McInnes, A.A.S.A. (Stockbroker of Brisbane and 
former Secretary of Brisbane Stock Exchange). 
Third Paper: Mr. R. J. Chambers, B.Ec., A.A.S.A. (Lecturer in Account- 
ancy, University of Sydney). 
Reviewer: Mr. L. A. Braddock, B.Ec., A.U.A., F.A.S.A. (Head of Account- 
ancy Department, S.A. School of Mines and Industries). 
2.15 p.m.—SECOND TECHNICAL SESSION. 
4.45 p.m.—Film: “Contribution of Accounting to Management Controls.” 
Commentator: Mr. Walter Scott, F.A.S.A., F.C.A.A. (Management Con- 
sultant of Sydney). 
6.30 p.m.—CONVENTION DINNER 
Myer Apollo Dining Hall. 


WEDNESDAY, JUNE 2 
10 a.m.—THIRD TECHNICAL SESSION. 
12.30 p.m.—Subject: “Accounting and the Public Accounts.” 
First Paper: Mr. A. A. Fitzgerald, O.B.E., B.Com., F.A.S.A. (Chairman, 
Commonwealth Grants Commission). 
Second Paper: Mr. W. P. Bishop, C.M.G., A.A.S.A. (Auditor-General for 
South Australia). 
Third Paper: Mr. E. A. Cupit, F.A.S.A. (Commercial Manager, Sydney 
County Council). 
Reviewer: Mr. G. F. Seaman, B.Ec., A.U.A., F.A.S.A. (Economist and 
Chief Assistant to Under-Treasurer of South Australia). 
Afternoon—FREE. 
8.15 p.m.—RESEARCH LECTURE IN ACCOUNTANCY IN THE UNIVERSITY OF 
ADELAIDE 
Teachers’ Training College, Assembly Hall. 
Subject: “Capital Structure of Australian Companies.” 
Lecturer: Mr. K. C. Keown, A.A.S.A., A.M.T.C. (Lecturer-in-Charge of 
Accountancy, Melbourne Technical College). 


THURSDAY, JUNE 3 
10 a.m.—FOURTH TECHNICAL SESSION. 
12.30 p.m.—Subject: “Application of Cost Accounting to Fields of Distribution and 
Administration.” 

First Paper: Mr. A. Greenhill, F.A.S.A., A.C.A.A. (Finance Director and 

Secretary, Chas. Hope Ltd., of Brisbane). 
Second Paper: Mr. R. F. Pascoe, A.U.A., A.C.A.A. (Treasurer, Kelvinator 
(Aust.) Ltd., of Adelaide). 
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Third Paper: Mr. V. L. Solomon, F.A.S.A. (Manager, Accounting Machines 
Dept., Chartres Ltd., of Melbourne). 

Reviewer: Mr. S. R. Brown, LL.B., F.A.S.A. (Public Accountant and 
author of “Costs and Prices,” etc., of Sydney). 

2.15 p.m.—FIFTH TECHNICAL SESSION. 
4.45 p.m.—Subject: “Accounting Requirements in Companies Acts.” 

First Paper: Mr. R. K. Yorston, B.Com., F.A.S.A. (Public Accountant and 
author of “Australian Secretarial. Practice,” etc., of Sydney). 

Second Paper: Mr. E. A. Burley, A.A.S.A. (Secretary and Director of 
Berlei Ltd., and member of Company Law Committee of Chartered 
Institute of Secretaries, of Sydney). 

Third Paper: Mr. R. M. White, F.A.S.A. (Managing Director, Queens- 
land Co-operative Milling Association Ltd., and former State Examiner 
in Company Law). 

Reviewer: Mr. L. C. Voumard, B.A., LL.B., A.A.S.A. (Senior Lecturer in 
Law, Melbourne Technical College, and member of Company Law Com- 
mittee of Society). 

Evening—PRIVATE ENTERTAINMENT. 


FRIDAY, JUNE 4 


All Day—GOLF TOURNAMENT 
Kooyonga Golf Club. 
TENNIS TOURNAMENT 
Memorial Drive. 
11.30 a.m.—MOTOR TRIP TO BAROSSA VALLEY. 
Lunch and inspection of Seppeltsfield Wine Cellars. 


TECHNICAL SESSIONS. 


The procedure adopted for the technical sessions is a modification of that followed 
at the last International Congress on Accounting. It provides for three papers and 
carefully prepared comments at each session without too many speakers. It provides 
also for the contribution of some papers by members who may be unable to attend in 
person, although most of the members invited to contribute papers have indicated 
their intention of attending. 

There will be a main paper, two other papers, a review of the three papers, four 
prepared comments and a summing up by the Contributor of the main paper at each 
session. 

Papers will not be read in full, but a survey of the three papers will be presented 
by a Reviewer. His review will be followed by four selected speakers who will com- 
ment on the papers. The list of speakers is in the course of preparation. Time will 
be allowed for questions and discussion and the session will close with a summing up 
by the Contributor of the main paper. 

Copies of papers for each session members wish to attend will be made available 
in advance to members who register for the Convention. 

The papers and prepared comments will be published after the Congress in a single 
volume containing the official record of the proceedings. 

All technical sessions will be held in the Mawson Lecture Theatre of the Uni- 
aw of Adelaide, and luncheon between sessions will be available in the University 

ectory. 


GENERALLY. 


Members will shortly receive further details of the programme together with a 
registration form. 

The possible wishes of every member have been borne in mind in planning the 
programme. Provision has been made for recreation of a formal and private nature 
along with the technical sessions. Time has been allowed for informal meetings and 
discussions. Special arrangements are being made for the entertainment of the ladies 
who accompany members to the Convention. 

The high percentage of members of former Institutes who have joined the Society 
is a clear indication of the confidence reposed in the new organisation. It remains for 
members to demonstrate their confidence in the work of the Society, and this can now 
be done by supporting its first major undertaking. A large attendance of members 
will promote not only the technical work of the Society but its standing in the com- 
munity. 


SO PLAN NOW TO ATTEND THIS FIRST SOCIETY CONVENTION IN ADE- 
LAIDE. If you require hotel accommodation, let the State Registrar know as soon as 
possible. When you receive the registration form, complete it immediately and return 
it to the State Registrar. He is Mr. Rolfe Sabine, 22 Grenfell Street, Adelaide. 


The Australian Accountant, March, 1954 








AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


VICTORIAN DIVISION 


FEBRUARY LUNCHEON 

Mr. Crosbie Morrison, M.Sc. (Melb.) ad- 
dressed members of the Division at the Feb- 
ruary Luncheon on the subject, “Why Our 
Animals are Queer.” Mr. Morrison, who is 
well-known through his weekly radio session, 
delivered a most fascinating address on the 
peculiarities of Australian fauna. He ex- 
plained in lucid terms the manner in which 
Australian fauna were displaced from their 
original habitats and subsequently “mar- 
ooned” on the Australian continent when it 
was separated from the Asian mainland by 
Torres Strait. 

At the conclusion of the address, the State 
President, Mr. L. H. Dillon, moved a vote of 
thanks to Mr. Morrison, which was carried 
with sustained applause. 

PERSONAL. 

We offer our congratulations to Messrs. 
John W. Keck, A.A.S.A., A.C.I.S., of the E.S. 
& A. Bank Ltd., and F. Lloyd Eberhard, 
A.A.S.A., A.C.1.S., of the Commercial Bank 
of Australia Ltd., on their recent election as 
Vice-Presidents of the Melbourne Junior 
Chamber of Commerce. 

NEW SOUTH WALES DIVISION 


ANNUAL DIVINE SERVICE. 

The first Annual Combined Services of the 
Accountancy and Secretarial Professions were 
held in St. Mary’s and St. Andrew’s Cathe- 
drals on 9th February, 1954, at 5.30 p.m. 

Father J. Meaney officiated at the service 
held at St. Mary’s Cathedral. 

At St. Andrew’s Cathedral the Dean of 
ener conducted the service, the President 
of the Society, Mr. C. R. Hicking, read the 
Lesson, Prayers were conducted by the Rev. 
R. C. Coleman, A.A.S.A., L.Th., and the Ad- 
dress was given by the Rev. C. Denis Ryan, 
B.A., A.A.S.A., A.C.ILS. The service closed 
with the Blessing of the Archbishop of Syd- 
ney, followed by the National Anthem. 

The Councils of the sponsoring bodies are 
very pleased with the support given by mem- 
bers to these services. 

STATE PRESIDENT’S RECEPTION. 

To honour the occasion of the visit of Her 
Majesty the Queen to New South Wales, and 
also to celebrate the first year of the Society, 
a reception for members and their wives was 
held at the Trocadero on Wednesday, 9th Feb- 
ruary, at 5.15 p.m. 

The State President, Mr. W. P. Henson, 
assisted by Miss Henson, received the mem- 
bers and guests. 

In asking those present to honour the Royal 
Toast, Mr. Henson said he felt sure he was 
voicing the feelings of everyone present by 
ms how honoured and delighted they all 
were by 
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News and Notes 


beth II, to their city, and how pleased the 


members of the Society were to have the 
opportunity of meeting together during this 
historic occasion. 

The toast of the Society was also proposed 
by the State President, and the Australian 
President, Mr. C. R. Hicking, responded and 
spoke briefly of the activities of the Society 
and of the work involved in the amalgamation 
of the three former bodies in 1953. 

The support given to this social function 
was most gratifying, and it was considered 
by those present to be a very pleasant func- 
tion in an atmosphere of informality. 


THE SIR HENRY PARKES NATIONAL 
MEMORIAL APPEAL. 


An appeal has been launched in New South 
Wales to raise £20,000 to: 

(a) Acquire, renovate and maintain as a 
national memorial to Sir Henry Parkes the 
Tenterfield School of Arts. 

(b) Establish a museum and library con- 
taining documents, pictures, letters and books 
associated with Sir Henry Parkes and his 
contemporaries. 

(c) Appoint a permanent curator to take 
over, ard and enlarge the collection, to 
assist students, and to encourage visits to the 
memorial. 

This appeal provides a means to consolidate 
the Australian tradition by paying tribute to 
one whose statesmanship gave new direction 
to Australian destiny. ugh Sir Henry 
Parkes did not live to see the culmination of 
his efforts, to quote Sir Robert Garran, “te 
him might be readily given the title of the 
Father of Federation.” 

Contributions should be forwarded to the 
Hon. Treasurer, Mr. R. C, McKerihan, c/o Box 
4116, G.P.O., Sydney. 


OBITUARY. 

It is with deep regret that we record the 
death of two Branch Councillors—Mr. A. N. 
Bennetts, of the Broken Hill Branch, and Mr. 
F. Edwards, of the Newcastle Branch. Mr. 
Bennetts was Vice-Chairman of the Branch 
Council, and had been in practice as a Public 
Accountant for 10 years. He was previously 
Cost Accountant of the Zine Corporation Ltd 
Mr. Edwards was an Executive "Officer of the 
Commonwealth Steel Company Ltd., and was 
for many years a part-time teacher in Ac 
countancy at the Newcastle Technical Colle 

It is with deep regret that the death of t 
owing | members is recorded: Messrs. 0. 7 
Baass, W. N. Davis, F. Fitzroy, L. W. Molloy, 
T. B. Sorrell, M. S. Stobo and N. J. Warton. 


PERSONAL. 

Mr. R. E. Johns, A.A.S.A., formerly Ac 
countant for N.S.W. Dept. of Shipping and 
Transport, has been promoted to Accountant, 
Central Administration, Dept. of Commerce 
and Agriculture, Canberra, A.C.T. 
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QUEENSLAND DIVISION. 


WOOMBA. 

At the ger of members resident in Too- 
woomba and adjacent townships, the State 
President and State Registrar visited that city 
on the 17th February to meet members and 
to discuss the possibility of the formation of 
a Branch of the Society to cater for members 
resident in that area. 

At a well-attended ot the State 
President, Mr. J. E. England, F.A.S.A., out- 
lined the requirements of the Divisional Coun- 
dil before a Branch could be formed, and in- 
dicated that, if approval were given to the 
formation of the Branch, its continuance 
would depend on the support given it by 


The State Registrar outlined the facilities 
and services which could be provided if a 
Branch were established, and the manner in 
which members of the Branch could provide 
for their own welfare. 

Members present then discussed the mat- 
ter, and resolved unanimously to request the 
Divisional] Council to consider the formation 
of the Brauch. 

This matter will now be considered at the 
next meeting of the Divisional Council, and 
members through their representative in Too- 
woomba will be informed of the decision. 


ANNUAL MEETING. 
The Annual Meeting of members of the 
land Division will be held at “River- 
”" New Farm, on Monday, 29th March, 
1964, at 7.45 p.m. 

Formal notice will accompany the printed 
report of the Divisional Council for the year 
ended S3ist December, 1953, and this report 
will be in the hands of members before the 
meeting date. 


ACCOUNTANTS AND SECRETARIES’ 
EDUCATIONAL SOCIETY. 
Members are reminded that the next meet- 
ing will be held on April 7, when Mr. Gilbert 
Poole, F.C.A. —~_ resident partner in 
Brisbane of Messrs. Hungerford, Spooner & 
Co., will address members on the subject: 
“Some Aspects of Matters Arising out of the 
sppointment of a Receiver by a Debenture 
Holder.’ 
This address will be delivered in the Meet- 
: Room of the Chamber of Commerce at 
p.m. 
ADDITIONS TO THE LIBRARY. 
— of Public Accounting—A. S. Don- 
nelly. 
Principles of Accounting—Introductory (3rd 
Ed.) —Finney. 
Solutions and Answers— Principles of Ac- 
counting—Introductory (8rd Ed.)—Finney. 
Workbook Questions and Problems—To Ac- 
company inciples of Accounting—lIntro- 
ductory ((8rd Ed.)—Finney 
Principles of Accounting—Intermediate (4th 
Ed.)—Finney & Miller. 
Principles of Accounting — Advanced (4th 
Ed.)—Finney & Miller. 
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Solutions and Answers— Principles of Ac- 
counting—Intermediate (4th Ed.)—Finney 
& Miller. 

Solutions and Answers—Principles of Ac- 
counting—Advanced (4th Ed.)—Finney & 
Miller. 

Workbook to Accompany Principles of Ac- 
counting—Intermediate (4th Ed.)—Finney 
& Miller. 

Workbook to Accompany Principles of Ac- 
counting—Advane (4th Ed.)—Finney & 
Miller. 

Current Accounting Trends—A. A. Fitzgerald. 

Classification in Accounting — Fitzgerald & 
Schumer. 

Commercial Goodwill (1951)—A. K. Sang- 


ster. 

Costs and Prices—S. R. Brown. 

Harle’s Industrial Costing—P. G. Harle. 

Auditing for Students—R. A. Irish. 

Financial Management—R. J. Chambers. 

Incentives and The National Economy (1949) 
—V. L. Gole. 

Forecasting in Business and Finance (1948) 
—H. G. Magaard. 

Principles of Public Finance and Taxation 
(1950)—C. Clark. 

Wealth and Income—Brian Tew. 

Income Tax Law and Practice (Common- 
wealth)—Challoner & Collins. 

Private Company Tax—Challoner & Collins. 

Commonwealth Taxation Board of Review 
Decisions—Vols. 13, 14, 15—Commonwealth 
Income Tax Department. 

= » Aree aeomren Income Tax—Gunn & 

"Neill. 

Commonwealth Sales Tax Law and Practice 
(1950)—H. R. a 

Commonwealth Sales Tax Law and Practice 
—H. R. Irving. 

Company Directors—S. R. Brown. 

The Queensland Companies Act of 1981—A. 
Ss. nnelly. 

Company Precedents—Pts. 1, 2, 3—Palmer. 

Company Meetings in Australia—Toose & 


Helsham. 
Proprietary & Private Companies in Aus- 
Fortescue. 


tralia (2nd Ed.)—Yorston 

Proprieta & Private Companies in Aus- 
tralia—Yorston & Fortescue. 

Commonwealth Acts (1952) (Australia). 
ueensland Statutes. 
he School Arithmetic—Borchardt. 

Arithmetic—Durell. 

The Australian Commercial Dictionary—R. K. 
Yorston. 

Sub-Junior English—Hadgraft. 

The King’s English for Commercial Students 
—Moon and Iding. 


PERSONAL. 


Messrs. Hall, Chadwick & Co. announce that 
by the mutual consent of the partners, Mr. 

. H. G. Crellin, F.A.S.A., retired from the 
firm on 3lst January, 1954. 

As from ist February, 1954, the business 
of Hall, Chadwick & Co. is being carried on 
by Messrs. F. L. Chadwick, A.A.S.A., and A. 
R. Bottomer, A.A.S.A., under the same name 
and at the same address as previously. 
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NEWS AND NOTES — Continued 


Mr. W. H. G. Crellin will practise on his 
own account at. Heindorff House, 171 Queen 
Street, Brisbane, having taken over the prac- 
tice of the late Mr. W. Leonard Trewern. 


SOUTH AUSTRALIAN DIVISION. 


FORMATION OF BRANCH AT 
PORT PIRIE. 


The South Australian Divisional Council 
has decided to establish a Branch of the 
Society at Port Pirie. 

By courtesy of the Management of the 
Broken Hill Associated Smelters Pty. Ltd., 
the inaugural meeting will be held in the 
Meeting Room of the Research Block on the 
23rd April. Following the business meeting, 
Mr. A. A. Fitzgerald, Chairman of the Re- 
search Committee of General Council, will 
address members and students. 

Individual notices of this meeting will be 
sent to all members resident in Port Pirie 
and surrounding districts. 


ANNUAL GENERAL MEETING. 


The Annual General Meeting of the 
Division will be held at the Myer Apollo Din- 
ing Hall on Wednesday, 31st March, at which 
Mr. G. F. George, the State President. will 
preside. 

Following the General Meeting, a Smoke 
Social will be held at which representatives 
of kindred associations and commerce will be 
present. 


CONVENTION. 


Members will have noticed other references 
in this issue to the Convention to be held in 
Adelaide from 3lst May to 4th June, 1954. 
This is the first major event to be organised 
on behalf of members since the formation of 
the Society in 1952, and the South Australian 
Divisional Council trusts that members of the 
Division will give this Convention the sup- 
port which it deserves and make it an out- 
standing success. 

This is an opportunity for country members 
to take part in an official function arranged 
by the Society. Certain reservations have 
been made at City Hotels, and, if possible, it 
is hoped that country members will arrange 
for their Annual Leave to coincide with the 
Convention. 

In addition to technical sessions, sporting 
and social events will be arranged to give 
members an opportunity of meeting fellow 
members from the country and interstate. 

Registration forms will be issued to all 
members during March, and early replies 
would be appreciated. 


WEST AUSTRALIAN DIVISION. 


Mr. L. J. F. McHugh, A.A.S.A., A.C.LS., 
A.B.1.A., has been appointed Sub-Inspector 
for the Bank of New South Wales in Western 
Australia. 








AUSTRALIAN ACCOUNTANTS’ 
STUDENTS’ SOCIETY. 


VICTORIAN DIVISION. 
FEBRUARY MEETING. 


On Monday, 8th February, the first meeting 
for the current year was held when over fifty 
members were addressed by Mr. R. J. Bax- 
ter, A.A.S.A., on the subject of “Auditing.” 
The Council of the Society is most grateful 
to Mr. Baxter for the time and trouble taken 
in preparing and delivering the address, which 
should be of great assistance to those mem- 
bers who attended. 


APRIL MEETING. 


In accordance with the usual custom of the 
Society, two pre-examination lectures will be 
held on Monday, 5th April. Details of these 
meetings, which will be held in the General 
Meeting Room, Chamber of Manufactures, 312 
Flinders Street, Melbourne, are as follows: 

6.30 p.m.: “Branch Accounts,” by Mr. Cur- 

tis A. Reid, F.A.S.A., F.C.LS. 

8 p.m.: “Private Company Taxation,” by 

Mr. K. P. Brady, B.Com., A.A.S.A. 


SOUTH AUSTRALIAN DIVISION. 


On Wednesday, 27th January, members of 
the Society visited the Australia & New Zea- 
land Bank Limited. Special thanks are due to 
the Management and Staff for permitting this 
visit and making the evening a success, both 
educationally and socially. 

A very interesting lecture was given on 
17th February by Mr. J. Harrison, A.A.S.A., 
Lecturer in Accounting at the S.A. School of 
Mines & Industries, on the subject, “Audit- 
ing under the Old and New Syllabus,” and 
this proved of value to all who attended. 

Members of the Society are reminded of 
the lecture to be given on 1st April by Mr. 
J. M. Jones, F.A.S.A., F.C.LS., on “Company 
Law.” 

The Annual General Meeting will be held 
in May, and notices will be forwarded to 
members in due course. 


THE AUSTRALASIAN INSTITUTE OF 
COST ACCOUNTANTS. 


GENERAL COUNCIL. 

The General Council Meeting for 1954 will 
be held in Sydney which is the home-State of 
the President Mr. A. D. Richmond. The meet- 
ing will open on May 24 and will continue for 
the next two days. By direction from the last 
Council meeting, time is being allowed at the 
Conference for full discussion on national cost 
problems and it is hoped that after considera- 
tion pronouncements will be made upon such 
matters to members of the Institute and to 
the press. 

It is anticipated that delegates will attend 
from all States and many vital matters affect- 
ing the Institute’s policy and progress will be 
considered. 
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5 MERCANTILE LAW—OCTOBER, 1953 
1 SYLLABUS F 
h The answers to examination questions which appear in this section are not 
n- official. They have been prepared by members of the Australian Society of Ac- 
countants, but have not been reviewed by the Board of Examiners. 
pute 2 ran Nw png Ry py = a 
} e i rs. m 
- M on 8/6/1947 purchases on credit from T, bring a. hieee any special skill neseuneed be 
se a tailor, a dress suit for £25. At this time him. It is no defence to say that any ord 
ral M was 20 years of age. On 2/10/1953, M nary reasonable man does not possess such 
312 still not having paid for the suit, T wrote to skill. If he expressly or impliedly holds out 
S: him Satenning to = him pS A+ ba to a agg that te possesses ~My skill, he 
‘ owing. imme is lia or a ma, 
r tl have no intention whatsoever of paying such skill. ” Ma acaincs vgtast 
by your account, as I was an infant when I pur- Generally speaking, however, he is liable 
chased the suit.” -—_. for gross Saye omy . As in deposit he 
s oe 3 inst M. must not use the chattel for purposes other 
Explain T’s rights (if any) agains than the terms of his bailment, and will be 
liable for subsequent loss arising from its un- 
t., Answer oumerioes use. 
, This is a simple contract debt. The right e is bound to return the chattel on ful- 
se to po bd Pasa nec of such a debt is barred nn of hae gs eas for — it is received. 
six years after the time when the right of wever, in the absence of a special contract 
both action arose. This period is not suspended he is not liable for inability to return due to 
e- Eales ' the defen dant’s infan oA seamed —_ @ destruction arising without his de- 
S.A, On 2/10/53, therefore, this debt was : He may not delegate his duties, the pre- 
of ny P aoe er, does M’s letter revive the J otion being that the undertaking is per- 
a A statute barred right of action is re- a is entitled to actual disb in 
, vived if the debtor acknowledges the debt in .oovaction with the Wonk “Usbursements 
d of writing, and the acknowledgment contains an ° 
- Mr. express or implied promise to pay the debt. Question 3 
pany a .~ wer eo re a pay, B ye shop, selects a sports coat 
held It follows that M’s letter does not revive ur will aoe? and — © = Tne sateen, 
d to any right of action that T may have had oon and send it to me r+ al w) whe 
against M. Since this is so it is unnecessary gssictant agrees. That night all the ‘stock P 
to consider whether the dress suit would have , premises, includin this a ss prs “is 
constituted “necessaries” for which M would Gostroved by fire. ad Gers on, 
OF have been liable to pay a reasonable price. ‘Explain on whom the loss of the sports coat 
will fall — (a) where the fire was caused by 
Question 2 S’s Mn om gma | oS ae there was no 
negligence on S’s pa 
4 a O hands his motor car, which is in need of 4 yor 
| ei Aya henie B, who undertakes to This is an unconditional contract for the 
ue for Explain B’s obligations. sale of specific goods in a deliverable state, 
ne last and, therefore, the property in the coat passed 
at the to B when the contract was made. It is im- 
al cost Answer ange that > a of payment and de- 
- ivery are postponed. 
— This type of bailment is known as mandate B, therefore, was the owner of the coat at 
and to or mandatum. A contract whilst executory the time it was destroyed, but it was in S’s 
creates no obligation but on delivery B, the possession, and was entrusted to him for safe 
attend piedatery, incurs the responsibilities of a —s = eK on the ae day, 
oat ee. an erefore, eld it as a bailee, and, as 
Be be Once B has commenced work on the car such, is liable for loss caused through his 
= he is bound to act prudently and to exercise . 
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ANSWERS — Continued 


MODEL 


(a) Therefore, where the fire was caused by 
S’s negligence he will be responsible to 
make good the loss. 

{b) Where S was not negligent the loss will 
fall on the owner, that is, B. 


Question 4 
Explain “consideration” with respect to a 
contract of guarantee. 


Answer 

Every guarantee not under seal, like other 
contracts, must be supported by valuable 
consideration. 

The contract is between the creditor and 
the surety, and consequently there must be 
some consideration moving from the creditor 
to support the surety’s promise. It may be 
said to consist of any benefit accruing to the 
surety or any loss, trouble or disadvantage 
undergone by or charge imposed on the 
creditor. Thus it may be wholly some ad- 
vantage conferred by the creditor on the 
principal debtor at the surety’s request. The 
surety’s promise may be given in exchange 
for a supply of goods or advances of money 
to the principal or his employment. It may 
be for some form of forbearance extended to 
the principal at the suretv’s request. An ex- 
press agreement to forbear for an indefinite 
period is a sufficient consideration and is a 
very common type of consideration given. 
The consideration need not be set out in the 
memorandum. 


Question 5 

A is employed by O to manage O’s shop. 
A’s remuneration is £10 per week, plus one- 
third of the net profits. A, in accordance 
with his authority, purchases on credit in O’s 
name goods for the business from C. O sub- 
sequently becomes bankrupt before the debt 
due to C has been paid. 

Explain whether ean recover from A. 


Answer 

The Partnership Act provides that the re- 

ceipt by a person of a share of the profit 
of a business is prima facie evidence that he 
is a partner in the business, but a contract 
for the remuneration of a servant or agent by 
a share of the profit of the business does not, 
of itself, make the servant or agent a part- 
ner. 
It follows that since neither A nor O had 
any intention of creating a partnership A is 
an employe and not a partner. A, therefore, 
is not liable as a partner. 

A purchased the goods from C as O’s agent 
and since he disclesed his principal’s name 
and was acting within his authority, he is 
not liable to C. C, therefore, cannot recover 


from A. 


Question 6 
Explain the liability of a common carrier 
for damage to, or loss of, goods carried by 


him. 
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Answer 

The liability of a common carrier at com- 
mon law is very great. The carrier is pre- 
sumed to carry safely and securely, and he is 
responsible for any loss or injury which 
happens to the goods entrusted to him. His 
legal position is that of an insurer of the 
goods which he carries. This heavy liability, 
arising from any cause, e.g., robbery or fire, 
is subject to four exceptions at common law. 

The first is the “act of God.” This may be 
defined as “such a direct, violent, sudden and 
irresistible act of nature as could not be fore- 
seen, or if foreseen, prevented. 


The second is an act of the Queen’s enemies, 
that is foreign enemies. 


The third exception is that which arises 
from any “inherent vice” in the goods car- 
ried. A common carrier is not liable for an 
injurv caused by an inherent latent defect 
in the goods themselves, the existence of 
which was unknown both to the sender and to 
the carrier. 

If special care is required in the convey- 
ance of goods, the carrier must be informed 
of the fact in order to fix him with liability. 


The last exception in bad packing. If the 
damage is caused by the goods not being pro- 
perly packed, the carrier is not liable, even if 
he knew when he received the goods that the 
packing was defective. 

The liability of the carrier begins from the 
time when he accepts the goods for carriage 
and continues until he has delivered the goods 
to their destination or is excused from so 
doing. 


Question 7 

S handed his motor car to M, a mercantile 
agent, it being agreed between them that M 
would sell the car for not less than £200 cash, 
and would deduct his commission of 10 per 
cent. from the proceeds. However, M was 
unable to obtain a purchaser at £200, so, 
without consulting S, he sold the car to B 
for £180, deducted £18 commission, and re 
mitted the balance to S. 


Explain S’s rights, if any, against B and M. 


Answer 


Where a mercantile agent has possession of 
goods with the consent of the owner any sale 
made in the ordinary course of business is 
binding on the owner, irrespective of whether 
or not the owner authorised it. 


Consequently, this sale is binding on S, and, 
therefore, he has no rights against B, unless, 
of course, B was aware that M was exceed- 
ing his authority. 


An agent is entitled to his commission only 
if he does exactly what the agreement re- 
quires of him. Here he was to receive 10 per 
cent. commission if he sold the car for not 
less than £200 cash. However, he did not 
do this, but sold it for less than £200, viz. 
£180. It follows that he is not entitled to any 
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MODEL ANSWERS — Continued 


remuneration and, consequently, S may re- 
cover the commission from M. 


Alternatively, S could sue M for such 
damages as he suffered through M failing to 
carry out his instructions, that is, for breach 
of contract. 


Question 8 


What are the duties of a trustee as regards 
preserving the trust fund? 


Answer 

He must obtain possession of all the trust 
funds and invest them in authorised securi- 
ties. If there are two or more trustees the 


trust property should be put in their joint 
names. 


In the preservation of trust property it 
becomes the duty of the trustees to act 
impartially between various classes of bene- 
ficiaries, e.g., between those entitled for life 
and those entitled in remainder in succession 
to the same property. 


This duty will arise when the residuary per- 
sonal trust estate to which these beneficiaries 
are successively entitled is invested in haz- 
ardous or unauthorised or insufficient or re- 
versionary securities. This duty of acting 
impartially may be defined as follows:— 


Where residuary personal estate is settled 
by will for the benefit of persons in succes- 
sion, all such parts of it as are of a wasting 
or future or reversionary nature, or consist 
of unauthorised securities, must be converted 
into property of a permanent and income- 
bearing character, unless— 


(a) the will contains a direction or implica- 
tion to the contrary, or 


(b) the will confers on the trustee a discretion 
to postpone such conversion, which he 
bona fide and impartially exercises. 


Question 9 


Two cheques drawn on the P Bank are de- 
bited against D’s current account with the P 

One cheque was drawn by D and made 
payable to R or order, but R’s endorsement 
thereon was a forgery; the other cheque pur- 
ported to have been drawn by D but actually 
F had forged D’s signature as drawer. In 


= case the forgery was an excellent imita- 


Explain D’s rights, if any, against the P 
Bank. 


Answer 


Section 65 of the Bills of Exchange Act 
provides that when a banker on whom a 
cheque is drawn pays the cheque in good faith 
and in the ordinary course of business, it is 
not encumbent on the banker to show that 
the endorsement of the payee was in fact 
made by the payee, and the banker is deemed 
to have paid the cheque in due course, al- 
though the endorsement has been forged. 


It follows that if the P Bank paid the 
cheque, on which R’s endorsement was forged, 
in good faith and in the ordinary course of 
business D has no rights against the P Bank. 


However, as regards the cheque on which 
D’s signature was forged, D is entitled to re- 
cover the amount of the cheque from the P 
Bank since a banker can claim no protection 
if he pays a cheque under a forged signature 
of the drawer, as it is his duty to know the 
signature of his customer. 


Question 10 


Distinguish between a bill of sale and a 
mortgage over real estate (Torrens title). 


Answer 


The usual bill of sale is a document which 
operates as a conditional assignment by the 
grantor of the property in personal chattels 
to the grantee with a proviso that if the 
grantor duly pays the principal and interest 
the assignment shall become void. 


The property in the goods passes to the 
grantee but the possession remains with the 
grantor. 


In some States a bill of sale is inoperative 
unless it is registered within the prescribed 
time; in other States if it is not registered 
within the prescribed time it is void as 
against certain persons. This registration 
must be renewed periodically. 


The usual mortgage over real estate (Tor- 
rens Title) is created by a “memorandum of 
mortgage.” This instrument, which must be 
in statutory form, does not transfer the title 
to the land, but merely creates a charge over 
it. It does not, however, operate as a legal 
mortgage until registered. Unlike a bill of 
sale, the registration of a mortgage does not 
have to be renewed. 





The penalty of success is to be bored by the people who used to snub 


you.—Lady Astor. 
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Professional Classified Advertisements 












EXPANDING PRACTICE available in Pro- 
gressive District; Present fees £5,000, Asso- 
ciated with Real Estate te £3,000; good 
country town; six hours car to Brisbane; good 
office plant; good staff of six; Office freehold 
available and good home; Replies to Box 123, 
care Australian Society of Accountants, Em- 
pire House, Wharf Street, Brisbane. 















ACCOUNTANCY PRACTICE FOR SALE 
—Partnership or complete sale, country prac- 
tice with gross fees in excess of £3,000, and 
capable of immediate increase. Housing can be 
arranged. Reply Box 5089, G.P.O., Sydney. 














ACCOUNTANCY PRACTICE or clients re- 
quired within 50-mile radius Sydney. LF3145. 













ACCOUNTANCY PRACTICE (PARTNER- 
SHIP)—Executive, age 38 years with wide 
practical experience in Financial, Managerial 
and Cost Consulting fields, at present earning 
in excess of £3,000 p.a. as Finance Director 
to large group companies, desires opportunity 
to purchase interest in established practice 
possessing scope in above fields. Would con- 
sider proposition any capital city or industrial 
town. Reply No. 146, care Australian Society 
of Accountants, 5 Bligh Street, Sydney. 


















ASSOCIATE, Company Secretary, seeks 
Practice, Partnership, or Commercial appoint- 
ment, with or without financial interest, Table- 
lands or Western Slopes New South Wales. 
Reply No. 147, care Australian Society of Ac- 
countants, 5 Bligh Street, Sydney. 














FOR SALE — BURROUGHS LEDGER 
POSTING MACHINE in Good Order. On stand 
with new A.C. motor. Can be used as adding 
machine. Price £40 or near offer. Rin 4 
Pritchard, M4891, or write Box 128, G.P.O., 
Sydney. 














WANTED TO PURCHASE—Accountancy 
Practice or Part in Sydney or Suburbs. Replies 
to No. 145, care Australian Society of Ac- 
countants, 5 Bligh Street, Sydney. 









ACCOUNTANT required for large and pro- 

essive fruit storage industry at Stanthorpe, 
o. Excellent opportunity suitable applicant, 
qualified or near qualified. Apply with full de- 
tails to L. Alcorn, Public Accountant, 
Stanthorpe. 
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PROFESSIONAL NOTICES 


in respect of office space, itions nted, 
partnerships, etc., may be ineerted at 5/- a line eee 15/-). a ~ 





ACCOUNTANCY PRACTICE in 
Queensland Coun 


ciety of Accountants, 37 Queen 


Melbourne, 


A LEADING FIRM OF CHARTERED 
ACCOUNTANTS, Singapore, have vacancies 
in their Malayan Offices for qualified account- 
ants; must be members of one of the | 
Accountancy bodies; preferably single 
under 35 years of age; a 34 years contract; 
progressive salary; first class passages; six 
months leave at end of contract. Commencing 
salary, plus allowance, equivalent to Aust. 
£2,010 per annum. Good future and prospects, 
Apply in first instance, in writing, to Alluvial 
Tin (Australia) Ltd. 26 Jamison Street, 
Sydney. 


PRACTICE FOR SALE. In prosperous 
N.S.W. Country town in wheat growing ares, 
Gross Fees app. £5,000 and increasing, estab- 
lished 15 years, solid clientele, no opposition, 

ood premises in central position. Replies 

o. 148, care Australian Society of Account- 
ants, 5 Bligh Street, Sydney. 


ACCOUNTING MACHINE FOR SALE — 
Remington 8 Register, £99,999/19/11 capacity, 
semi electric, regularly serviced, good o 
£390—Modern Printing Co. Pty. Ltd., 34 Lé- 
cester Street, Melbourne. 


art or 
ey or 


ACCOUNTANCY PRACTICE or 
small number of clients wanted Sy 
nearby. Top price. LU2526. 











SPACE AVAILABLE.—Office in leading 
new area available. Lovely 10 ft. x 5 f 
windows with venetians, to centre of busy 
trading area. Adjoining let to big city red 
estate and business agent, also Solicitor. Ne 


ingoing. Ring WX6579 for appointment. 
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large 
I Town. Partner required 
with a view to taking over whole of practice 
within approximately six months. For parts 
culars apply to “Taxes,” care Australian So 
Street, 
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L. S. DEISM. 


In the Service held at St. Andrew’s 
Cathedral on February 7, 1954, which 
was attended by Her Majesty and the 
Duke of Edinburgh, the 15th Psalm was 
read. The opening sentence asks: 
“Lord, who shall abide in thy taber- 
nacle? who shall dwell in thy holy hill?” 
Among the several answers is that con- 
tained in the fifth verse. “He that put- 
teth not out his money to usury, nor 
taketh reward against the innocent”. 
The Psalmist’s authority is contained 
in the “Divers laws and ordinances” 
of Exodus where, in Chapter 22, verse 
25, it is said: “If thou lend money to 
any of my people that is poor by thee, 
thou shalt not be to him as an usurer, 
neither shalt thou lay upon him usury”. 

Soon after the Service, my family 
asked a question. There is never any 
peace in my family; there is always the 
question. It is useless to point out 


that one fool can ask a question that 


ten wise men cannot answer. The 
question was: Whereas the Jews were 
expelled from England between the 
reign of Edward I and the “terror” of 
Cromwell; whereas the Christians had 
denounced the lending of money at in- 
terest; and whereas the Christian bank- 
ers of Lombardy had replaced the Jews 
and had established their banks in 
London; how did they reconcile their 
Christian principles with their money- 
lending activities? 

Love and money will always find a 
way. The Italian merchant bankers 
of “Lombard Street’, who gave us so 
many of our cant bookkeeping and 
mercantile terms, such as “bank”, 
“plant”, “ditto”, etc., “circumwented” 
the law, as Mr. Tony Weller would say. 
They did not lend money at interest. 
They went in for “joint ventures” with 
their clients, by which the banker took 
a share of the profits. Again, if the 
acceptor of a bill of exchange failed 
to pay on the due date, he was required 
to pay “damages” or “compensation” 
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for the retention or non-payment of the 
money. 

“Interest, when considered in rela- 
tion to money, denotes the return or 
consideration or compensation for the 
use or retention by one party of a sum 
of money or other property belonging 
to another, and may arise from a loan, 
or investment of money, or, as a result 
of money or property belonging to one 
party being retained or unrepaid by 
another,” (Halsbury, 2nd Ed., Vol. 23, 
para. 253). Thus, “interest” has a 
primary and a complementary second- 
ary meaning: (1) the return or con- 
sideration for the use by one party of 
money belonging to another, and (2) 
compensation for the retention or non- 
payment of money. 

The original meaning of “usury” 
was the taking of any interest for the 
use of money, i.e., the primary meaning 
in Halsbury quoted above. Since the 
Reformation, it came to denote the tak- 
ing of a higher rate of interest than 
was authorised by law. It was “inter- 
est” in its original primary meaning 
that was anathema to the early Chris- 
tians. 

The meaning of “interest” in its 
secondary sense of damages or recom- 
pense for being deprived of the use of 
money, the exaction of which was not 
considered wrongful, being distin- 
guished from usury, dates back, as 
previously explained, to the ancient dis- 
approval of usury. “It is, indeed, sig- 
nificant that the word ‘interest’, de- 
rived from the mediaeval Latin ‘in- 
teresse’ and ‘id quud interest’, signifies 
the notion of loss or damage suffered 
by the claimant as opposed to the 
usurious conception of reward for 
money lent—cf., the definitions of ‘in- 
terest’ in the Encyclopaedia Britannica 
and the Oxford Dictionary, and the 
French phrase ‘dommages et interets’,”” 
per Evershed, J., in Westminster Bank 
Ltd. v. Riches, (1945) 1 All E.R. at p. 
472. In the same case, his Lordship 
said, at p. 473: “In my opinion, there- 
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fore, the explanation of an award of 
interest, whether under the Civil Pro- 
cedure Act 1833, or otherwise, in cases 
where payment of interest is not part 
of the contract, as being by way of or 
in the nature of damages, amounts to 
no more than a statement of the mean- 
ing of the word ‘interest’ as defined, 
for example, in the passage in Hals- 
bury (quoted above), or by Farwell, 
J., in Bond v Barrow Haematite Steel 
Co. (1902), 1 Ch. 353”. 

The above case is discussed in para. 
(425) of Commonwealth Income Tax 
Law and Practice, 3rd Edition, where 
it says:—“In Westminster Bank Ltd. 
v. Riches (1947), 28 T.C. 159, it was 
held that an award of ‘interest’ on a 
debt is nevertheless ‘interest of money’ 
chargeable to tax even though it is 
awarded as compensation to the in- 
jured party and may, therefore, be de- 
scribed and justified as being interest 
‘by way of or in the nature of dam- 
ages’. Evershed, J., examined the de- 
cision of the House of Lords in Cook v. 
Fowler (1874), L.R. 7 H.L. 27, and 
concluded that there the noble and 
learned Lords were stating a general 
principle that in the case of a deed of 
covenant which is silent as to interest 
after default in payment on the due 
date, interest after that date must be 
claimed, not as part of the debt, but as 
damages for its detention. But he 
proceeded— ‘The proposition that in- 
terest is awarded as damages, or by 
way of damages, as in Cook v. Fowler, 
imports the justification for the award 
or for the rate awarded, but does not 
affect the quality of interest as such, 
or distinguish, so far as relevant to 
the present enquiry, the interest so 
awarded (as for example, in the case 
of a mortgage silent as to interest after 
the redemption date) from the interest 
in the terms stipulated in the contract 
(for example, stipulated interest up 
to the redemption date in a mort- 

ge)’. In the Court of Appeal, Du 

arcq, L. J., said: ‘Interest, payable as 
such under a statute, is none the less 
interest because it is awarded to com- 
pensate the plaintiff for what he has 
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lost through the defendant’s delay i 
paying a just debt’. The above dé 
cisions were unanimously affirmed by 
the House of Lords. 

“If a sum awarded as compensatic 
or by way of damages for detention of 
a debt is interest, then clearly it i 
assessable income. On the authority 


of the Westminster Bank Case, sup 
it is submitted, with respect, that the 
opinion to the contrary expressed by 
Williams, J., in Gair v. F. C. of 

(1944), 3 A.I.T.R. 143, cannot be sup 


ported.” 

Now, how is it that the world had t 
wait until 1947 before finally disposing 
of the question that interest, whethef 
received for the use of money ¢@ 
whether derived as recompense for thé 
non-payment of money, is still intere 
and is assessable income of the recipie 
ent? Little did the Florentine an@ 
other Italian bankers of the Renais# 
sance dream that the subtle working of 
their hip pocket nerve, which enable@ 
them to carry on their business, wo 
inspire a taxpayer of the Twentieth 
Century to challenge income tax bein 
levied on his “damages” on the ground? 
that “damages for a breach of contra¢ 
by detention of a debt are not income’; 

In his immortal work “The Hum 
Comedy”, Professor James Harvey 
Robinson asks—in trenchant slang 
“How did we get that way?” He poses 
two different questions in regard 
the past—“What has happened heré 
and there from time to time?” To 
answer this was the aim of former his 
torians. The second question is: “How 
it is that we now do as we do, feel 
we feel, and know what we know 
This is a novel enquiry. Robinson 
goes on to say: “I am confident that 
the answering of the second question 
must be the aim of historians if they 
are to exercise their full effect in thé 
development of human enlightenment. 
Of course, the first question is a nece& 
sary preliminary; but the hewers of 
wood and drawers of water have beet” 
busy with it so long that we can beg 
on the second”’. 

I hope I have answered a fragment 
of the second question: “How did the 
taxpayer get that way”. fi 
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